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THE  REAL  ESTATE 


The  Catalyst  Which  U 


Slightly  more  than  one  year  has  elapsed  since  the  Congress  enacted 
Public  Law  86-779  setting  up  a  new  taxing  formula  for  real  estate 
investment  trusts.  During  the  several  years  that  it  took  the  Treasury 
to  acquiesce  in  the  bill  and  the  Congress  to  approve  it,  a  small  but 
significant  change  was  taking  place  in  the  real  estate  business— real  I 

estate  was  “going  public.”  In  New  York  City,  principally,  and  in  a  few  1 
of  the  larger  cities,  limited  partnerships,  “syndicates,”  were  being 
formed  to  acquire  and  hold  income-producing  real  estate.  To  a  lesser 
extent,  publicly-held  real  estate  corporations  were  acquiring  income-  j 
producing  properties  returning  handsome  yields  to  stockholders,  [ 
much  of  it  tax-free  because  of  depreciation.  1 

Coming  on  the  scene  with  considerable  publicity  and  somewhat  I 
unrestrained  comments  by  its  champions  and  the  press,  the  real  estate  ' 
investment  trust  provided  the  “booster  charge”  which  brought  the  | 
idea  of  real  estate  public  offerings  to  the  minds  of  thousands  of  Real-  j 
tors,  builders,  mortgage  bankers,  and  developers  throughout  the 
country,  whose  idea  of  capital  formation  for  real  estate  were  not  keep¬ 
ing  pace  with  mushrooming  needs  and  advancing  technology. 

Starting  to  Make  an  Impact 

Today  registration  statements  for  real  estate  syndicates,  trusts  and 
corporations  are  being  filed  in  increasing  numbers  with  the  Securities 
and  Exchange  Commission.  Significantly,  in  the  year  since  enactment, 
the  junior  member  of  this  real  estate  triad  ( the  trust )  is  starting  to 
make  an  impact  on  the  nation’s  real  estate  economy.  Twenty-six 
REIT’s  have  been  filed  with  the  SEC  and  of  these  12  have  been 
cleared.  The  aggregate  public  offering  of  the  26  trusts  is  about  $180 
million.  This  is  a  surprising  number  of  REIT’s  cleared  for  public  of¬ 
fering  when  one  considers  that  the  regulations  of  the  Internal  Reve¬ 
nue  Service  are  still  tentative  as  of  this  writing.  Once  the  regulations 
are  final,  REIT  registration  filings  are  expected  to  mount  appreciably. 

Will  the  real  estate  syndicate  and  the  real  estate  corporation  prove 
the  greater  beneficiaries  of  the  Real  Estate  Investment  Trust  Act?  It 
could  be— but  what  does  it  matter  so  long  as  all  three  provide  the  ( 
means  for  greater  public  participation  in  real  estate  investment.  . 

While  this  article  will  concern  itself  primarily  with  the  real  estate 
investment  trust,  it  will  necessarily  touch  on  the  syndicate  and  the 
corporation  as  complementary  forms  which  have  distinct  advantages 
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NVESTMENT  TRUST  ACT 

'taking  Real  Estate  ^Go  Public’ 

i 

f 

I  as  well  as  disadvantages  compared  to  the  trust.  Many  Realtors  who 
j  have  been  caught  in  the  whirlwind  of  publicity  accompanying  enact¬ 
ment  of  the  REIT  Act  may  find  after  analysis  of  their  problem  and 
I  needs  that  the  syndicate  or  the  corporation  may  be  the  preferable 
I  business  form. 

Under  the  Act  (Public  Law  86-779;  Sections  856-858,  Internal 
Revenue  Code),  a  real  estate  investment  trust  is  defined  as  an  unin¬ 
corporated  trust  or  association  which  ( 1 )  is  managed  by  one  or  more 
I  trustees;  (2)  has  transferable  shares  of  beneficial  interest;  and  (3)  is 
a  type  of  organization  which  would  be  taxed  as  an  ordinary  domestic 
corporation  in  the  absence  of  the  new  law.  This  means  that  the  trust 
I  or  association  must  have  most  of  these  indicia  of  the  corporation: 

continuity  of  life,  limitation  of  personal  liability,  transferability  of 
I  shares,  and  centralized  management. 

^  There  must  be  at  least  100  beneficial  owners  ( who  may  be  individ¬ 
uals,  partnerships,  associations,  or  corporations )  of  the  trust’s  shares, 
and  five  or  less  persons  may  not  own  more  than  50  per  cent  of  the 
trust.  The  trust  may  not  be  a  dealer  in  real  estate,  that  is,  may  not 
hold  any  property  primarily  for  sale  in  the  ordinary  course  of  business. 

For  example,  the  “sale”  of  electricity  to  tenants  through  sub-metering, 
or  the  sale  of  electric  light  bulbs,  paint,  etc.,  might  disqualify  the 
trust  if  such  sales  were  made  for  the  account  of  the  trust.  These  serv¬ 
ices  or  “sales”  to  tenants  should  be  provided  by  the  independent 
contractor  who  manages  the  trust  properties. 

I  The  Act  provides  that  90  per  cent  or  more  of  a  trust’s  income  must 
he  derived  from  dividends,  interest,  rents  from  real  property  and 
gains  from  the  sale  of  stock,  securities  and  real  property.  Over  this 
90  per  cent  rule  the  Congress  superimposed  a  rule  that  at  least  75  per 
cent  of  the  trust’s  gross  income  must  be  derived  from  real  property, 
interest  on  mortgages,  gains  from  the  sale  of  real  property,  and  other 
“real  estate  sources.”  This  means  that  15  per  cent  of  the  gross  income 
may  come  from  stock,  dividends  or  gain  from  the  sale  of  stock  or  other 
securities,  and  10  per  cent  of  the  income  may  come  from  any  source. 

Rule  Poses  Problems 

The  handling  of  personal  property  (hotels,  furnished  apartments, 
etc. )  poses  some  problems  because  of  the  75  per  cent  rule.  The  trust 
could  not  transfer  the  personal  property  to  a  wholly-owned  subsidiary 
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as  the  trust  is  prohibited  from  owning  10  per 
cent  or  more  of  the  voting  stock  of  another 
corporation,  although  the  stock  of  the  subsidi¬ 
ary  corporation  could  be  distributed  to  the 
shareholders.  However,  on  a  net  lease  arrange¬ 
ment  the  rent  could  be  divided;  a  specified  and 
reasonable  amount  for  the  personalty,  and  the 
balance  for  the  real  estate. 

Also,  not  more  than  30  per  cent  of  the  trust’s 
gross  income  may  come  from  the  sale  of  real 
estate  held  for  less  than  four  years,  or  securi¬ 
ties  held  for  less  than  six  months.  In  the  con¬ 
text  of  this  rule,  a  mortgage  is  real  estate  and 
not  a  security. 

As  to  the  assets  or  investments  of  the  trust, 
at  least  75  per  cent  of  the  value  of  the  assets 
must  be  in  real  estate,  cash,  or  government  se¬ 
curities.  Thus  not  more  than  25  per  cent  of 
the  value  of  the  trust’s  assets  may  be  repre¬ 
sented  by  other-than-government  securities. 
However,  the  securities  of  any  one  issuer  may 
not  be  in  an  amount  greater  in  value  than 
5  per  cent  of  the  trust’s  total  assets,  and  may 
not  represent  more  than  10  per  cent  of  the 
voting  securities  of  the  issuer. 

If  the  acquisition  of  a  particular  interest  in 
a  property  or  in  a  security  does  not  contribute 
to  a  change  in  the  value  composition  of  the 
trust  assets  which  would  disqualify  the  trust 
under  the  75  per  cent  rule  ( see  preceding  par¬ 
agraph ),  subsequent  appreciation  or  deprecia¬ 
tion  of  such  property  would  not  disqualify  the 
trust. 

Exactly  What  Qualifies? 

Because  the  definition  of  “real  estate  assets” 
is  not  identical  to  the  definition  of  “real  prop¬ 
erty”  for  the  purposes  of  the  90-75  per  cent 
income  test,  there  is  some  question  as  to 
whether  a  leasehold  mortgage,  for  example, 
would  qualify  within  the  75  per  cent  assets 
test.  Very  probably  the  Internal  Revenue  Serv¬ 
ice  will  resolve  this  ambiguity. 

Probably  the  most  important  provision  of 
the  Act  relates  to  the  definition  of  “rents  from 
real  property.”  A  rental  arrangement  based 
upon  the  net  profits  of  a  tenant  would  disqual¬ 
ify  such  rental  income.  However,  rents  would 
not  be  disqualified  if  they  are  based  on  a  per¬ 
centage  of  gross  receipts  as  distinguished  from 


profits.  If  the  tenant’s  gross  receipts  are  based 
in  part  or  in  whole  on  the  profits  of  any  sub¬ 
tenant,  the  rent  paid  by  the  prime  tenant  to 
the  trust  would  be  disqualified. 

Also,  according  to  the  proposed  IRS  regula¬ 
tions,  if  the  rent  is  based  on  an  amount  certain 
plus  a  percentage  of  the  tenant’s  net  profit 
above  a  specified  figure,  the  entire  rent  may 
be  disqualified,  although  this  too  remains  to 
be  clarified  by  administrative  interpretation. 
Rents  are  disqualified  if  the  trust  (or  share¬ 
holders  in  the  trust)  owns  more  than  10  per 
cent  of  the  assets  or  of  the  net  income  of  the 
tenant.  The  attribution  rules  of  Section  318(a) 
of  the  Internal  Revenue  Code  should  be 
heeded.  ( See  below  for  an  explanation  of  these 
rules. ) 

The  Necessity  of  Management 

Another  important  provision  of  the  REIT 
Act  relates  to  management.  The  legislative 
history  of  the  Act  is  replete  with  warnings  and 
admonitions  that  the  trust,  in  order  to  qualify 
for  the  tax  exemption,  must  be  a  passive  trust. 
This  means  that  the  trust  must  derive  no  in¬ 
come  from  managing  the  properties,  nor  may 
it  derive  any  income  from  the  independent 
contractor  who  manages  the  properties. 

An  independent  contractor  is  defined  as  one 
who  does  not  own  more  than  35  per  cent  of 
the  shares  of  the  trust;  and  conversely,  share¬ 
holders  owning  more  than  a  35  per  cent  inter¬ 
est  in  the  trust  may  not  own  more  than  35  per 
cent  of  the  stock  or  interest  in  the  independent 
contractor.  The  attribution  rules  of  Section 
318(a)  of  the  Code  also  apply  here.  Unless 
great  care  is  exercised  in  this  area  of  the  Code’s 
attribution  rules,  the  trust  may  find  itself  dis¬ 
qualified  because  of  constructive  ownership 
of  stock  by  its  beneficiaries  concerning  which 
it  may  have  had  no  prior  knowledge.  Here  is 
how  the  attribution  rules  apply: 

A  partnership  or  trust  is  deemed  to  own  the 
shares  owned  by  a  partner  or  shareholder,  and 
a  corporation  is  deemed  to  own  the  shares 
owned  by  a  stockholder  who  owns  10  per  cent 
or  more  of  the  corporation’s  outstanding  stock. 
In  addition,  the  shares  owned  by  a  partnership 
or  corporation  are  deemed  to  be  owned  by  a 
partner  or  stockholder  in  proportion  to  his  per- 
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centage  interest  in  the  partnership  or  corpora¬ 
tion.  Also,  the  ownership  of  shares  or  stock  of 
a  parent,  child,  or  grandchild,  will  be  attrib¬ 
uted  to  the  taxpayer. 

For  example,  assume  that  A,  who  is  an  equal 
partner  with  B,  owns  20  per  cent  of  the  shares 
of  a  REIT.  B  is  a  10  per  cent  stockholder  of 
Corporation  X  which  owns  10  per  cent  of  the 
shares  of  the  trust.  B’s  parents  own  25  per  cent 
of  the  shares  of  the  trust.  B  is  a  principal  stock¬ 
holder  of  Corporation  Z  which  obtains  a  con¬ 
tract  to  manage  the  trust  properties.  The  rents 
are  disqualified  because  the  corporation 
“owns”  more  than  35  per  cent  of  the  outstand¬ 
ing  shares  of  the  trust.  Here  is  how  it  works: 

The  ownership  of  half  of  A’s  shares,  or  10 
per  cent,  is  attributed  to  B.  Ten  per  cent  of 
Corporation  X’s  ownership  or  1  per  cent  is  at¬ 
tributed  to  B.  B’s  parents’  25  per  cent  owner¬ 
ship  is  attributable  to  B  which  leaves  him 
“owning”  36  per  cent  interest  in  the  trust, 
although  he  owns  no  share  directly.  Corpora¬ 
tion  Z  is  therefore  considered  to  “own”  B’s 
shares  which  constructively  amount  to  36  per 
cent  of  the  trust,  in  violation  of  the  rule. 

Go  Beyond  the  Rule 

It  is  in  the  area  of  the  relationship  of  the 
independent  contractor  (manager)  and  the 
trust  where  the  Internal  Revenue  Service  in  its 
proposed  regulations,  and  some  of  the  state 
securities  commissioners,  may  have  dealt  a 
mortal  blow  to  optimum  use  of  the  REIT  Act. 

The  IRS  proposed  regulations,  going  be¬ 
yond  the  35  per  cent  rule,  provide  that  a  trus¬ 
tee  may  not  be  an  oflBcer  or  employee  of  the 
independent  contractor,  nor  may  he  have  any 
direct  or  indirect  financial  interest  in  such  con¬ 
tractor.  Yet  the  House  Report  on  the  bill  states 
unequivocally  that  the  independence  of  the 
contractor  “is  assured”  by  the  35  per  cent  rule. 
Unless  the  IRS  recedes  from  this  position, 
trusts  will  be  faced  with  necessity  of  engaging 
an  experienced  real  estate  property  manager 
as  a  trustee,  and  another  as  the  actual  manager 
of  the  trust  properties. 

Because  the  IRS  proposed  regulations  ap¬ 
peared  to  bear  down  particularly  on  the  trust- 
manager  relationship,  there  is  the  belief  that 
either  (1)  the  IRS  did  not  comprehend  the 


traditional  property  owner-manager  relation¬ 
ship,  or  (2)  the  IRS  wanted  the  real  estate 
industry  to  assume  the  burden  of  establishing 
the  detailed  characteristics  of  that  relation¬ 
ship  vis-a-vis  the  Act’s  requirement  that  the 
trust’s  income  be  passive. 

Proposed  Regulation  Unrealistic 

Another  proposed  regulation  illustrates  the 
doubts  of  the  IRS  on  this  point.  The  Act  pro¬ 
vides  that  amounts  received  from  tenants  will 
be  excluded  as  “rents  from  real  property”  if 
the  trust  furnishes  or  renders  service  to  the 
tenants  “other  than  through  an  independent 
contractor.”  The  IRS  thereupon  decided  in  its 
proposed  regulations  that  the  costs  of  mainte¬ 
nance  and  repairs  of  the  trust  property  “must 
be  controlled  and  paid  by  the  independent 
contractor.”  This  is  unrealistic,  as  major  re¬ 
pairs  cannot  be  fully  anticipated.  To  vest  in 
the  independent  contractor  the  decision  to 
make  major  repairs  to  be  paid  out  of  his  fee 
or  commission  would  put  too  great  a  strain 
on  the  trust-manager  relationship.  Fortu¬ 
nately,  the  decision  as  to  capital  improve¬ 
ments  reposes  in  the  trust. 

Unreasonable  Burden 

Another  example  of  the  apparent  failure  of 
the  IRS  to  comprehend  the  realities  of  prop¬ 
erty  management  is  the  proposed  regulation 
that  a  trust  may  not  derive  as  gross  income 
any  monies  attributable  to  services  performed 
for  the  tenants  by  the  independent  contractor. 
This  would  require  that  part  of  the  rents  at¬ 
tributable,  for  example,  to  janitor  services 
would  have  to  be  segregated— certainly  an  un¬ 
reasonable  and  uneconomic  burden  on  the 
trust  not  contemplated  in  the  statute. 

Another  regulatory  irritant,  implementing 
the  statutory  requirement  that  the  trust  may 
not  receive  any  income  from  the  independent 
contractor,  would  prevent  the  latter  from 
maintaining  his  office  in  a  trust-owned  build¬ 
ing.' 


'  At  this  writing,  the  final  IRS  regulations  are  being  re¬ 
viewed  by  the  Treasury  Department.  There  are  ample 
grounds  for  confidence  that  the  final  regulations,  particu- 
Wly  as  they  affect  property  management,  will  prove  work¬ 
able. 
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The  Reason  for  It  All— Tax  Exemption 

Finally,  we  come  to  the  tax  formula.  The 
Act  provides  that  the  trust  will  be  exempt 
from  the  corporate  tax  if  90  per  cent  or  more 
of  the  otherwise  ordinary  taxable  income  is 
distributed  annually  to  its  beneficiaries  who 
will,  of  course,  pay  ordinary  income  tax  on 
such  distributions.  The  90  per  cent  distribu¬ 
tion  rule  does  not  include  long-term  and  short¬ 
term  capital  gains  which  may  be  retained  by 
the  trust  for  reinvestment  in  other  properties. 
Also,  any  “ordinary  taxable  income”  retained 
by  the  trust  in  excess  of  the  90  per  cent  distri¬ 
bution  is  subject  to  the  regular  corporate  in¬ 
come  tax. 

Any  capital  gains  derived  by  the  trust  from 
the  sale  of  any  of  its  properties  will  be  taxable 
to  the  beneficiaries  as  capital  gains  rather  than 
as  ordinary  income  to  the  extent  that  such 
gains  are  distributed  to  the  beneficiaries.  The 
trust  will  pay  the  capital  gains  tax  to  the  extent 
that  such  gains  are  not  distributed. 

In  the  consideration  of  the  distribution  of 
inc*ome  to  the  beneficiaries  we  must  shift  from 
the  orthodox  accounting  conception  of  income 
and  talk  about  operating  cash  flow.  Operating 
cash  flow  is  defined  as  net  taxable  income  for 
federal  income  tax  purposes  as  shown  on  the 
books  of  the  trust,  increased  by  the  amount 
of  depreciation  deductions  taken  in  computing 
such  net  taxable  income,  and  by  any  non- 
taxable  income  received  by  the  trust,  and  re¬ 
duced  by  payment  upon  the  principal  of  any 
mortgages  upon  the  trust’s  assets,  and  by  such 
reserves  for  anticipated  expenses  as  the  trus¬ 
tees  shall  deem  to  be  reasonably  necessary  in 
the  proper  administration  of  the  trust  assets. 

Here  is  how  operating  cash  flow  works  and 
how  it  is  differentiated  from  net  profit  for  tax 
purposes:  Let  us  take  property  which  has  an 
acquisition  cost  of  $1,000,000  ($900,000 
attributable  to  building,  $100,000  to  land ) .  As¬ 
sume  a  $600,000  mortgage  at  6  per  cent  per 
annum  with  $45,000  annual  payments  and  a 
40-year  useful  life,  using  the  150  per  cent 
declining  balance  method  of  depreciation.  The 
gross  annual  rental  is  $93,000. 

Since  mortgage  principal  payments  are  not 
deductible  and  must  be  met  from  taxable  in- 


Profit  for  incomo  tax  purposes 

Rental  Income .  $  93,000 

Expenses  (tax  deductible): 

Mortgage  Interest .  $  36,000 

Depreciation  3%,% .  33,750 

Operating  Expenses  .  23,250 

Total  Expenses .  93,000 

Profits  for  tax  purposes .  — 0— 

Operating  Cash  Flow 

Rental  Income  .  $  93,000 

Cash  Disbursements: 

Mortgage  Amortization . $  45,000 

(Principal  and  Interest) 

Operating  Expenses  .  23,250 

Total  Expenses .  68,250 

Balance  for  Distribution .  $  24,750 


come,  the  trust  might  be  unable  to  make  the  j 
required  90  per  cent  distribution  unless  it  had 
available  that  part  of  the  gross  income  repre¬ 
sented  by  depreciation  deductions.  This  points 
up  the  impracticability  of  “thin”  equity  financ¬ 
ing. 

To  the  extent  that  the  depreciation  deduc¬ 
tions  exceed  amortization  payments,  the 
beneficiaries  will  receive  a  distribution  which 
represents  a  non-taxable  return  of  capital. 

Taxable  at  Capital  Gains 

For  example,  if  a  REIT  shareholder  ac-  | 
quired  one  share  for  $20  and  received  a  $1.60 
“tax-free”  distribution  the  first  year  from  cash 
flow,  where  there  were  no  trust  earnings  and 
profits,  the  shareholder  will  have  an  adjusted  j 
cost  basis  at  the  end  of  the  first  year  of  $18.40.  j 
If  he  were  to  sell  the  share  at  this  point  for  ' 
$20.00,  he  would  have  a  capital  gain  of  $1.60. 
When  the  entire  basis  (original  cost  to  the 
shareholder)  has  been  recovered,  future  dis¬ 
tributions  out  of  cash  flow  will  be  taxable  at 
capital  gains.  Thus  we  have  a  conversion  of 
the  tax  consequences  of  distribution  from  one 
taxable  at  ordinary  income  rates  to  one  that  I 
will  ultimately  be  taxed  to  the  shareholder  as  a 
capital  gain,  and  until  the  shareholder  actually 
sells  the  share  he  has  no  taxes  to  pay  ( so  long 
as  the  distribution  is  out  of  cash  flow  and  not 
earnings ) . 

Where  the  declining  balance  method  of 
depreciation  is  used  ( 200  per  cent  of  straight 
line  in  the  case  of  new  construction,  and  150 
per  cent  of  straight  line  in  the  case  of  acquired 
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existing  properties),  the  depreciation  deduc¬ 
tions  will  decrease  annually  as  the  amortiza¬ 
tion  payments  attributable  to  mortgage  princi¬ 
pal  increase.  After  eight  to  10  years,  the  trust 
will  find  that  the  higher  amortization  pay¬ 
ments  will  cause  taxable  income  to  the  share¬ 
holders  to  be  greater  than  the  cash  distribution 
to  the  shareholders,  even  though  the  capital 
accounts  of  the  beneficiaries  will  be  building 
up  through  reducing  mortgage  indebtedness 
(a  form  of  retention  of  earnings).  Because  of 
the  90  per  cent  distribution  rule  and  the  fact 
that  the  trust  may  not  have  the  cash  to  distrib¬ 
ute,  the  trustees  may  be  forced  to  dispose  of 
the  property,  distribute  the  gain  which  would 
be  taxable  at  capital  gains  rate,  or  reinvest  the 
proceeds  ( after  the  trust  pays  the  capital  gains 
tax )  in  other  properties.  The  trust  would  then 
again  experience  higher  depreciation  deduc¬ 
tions  and  lower  principal  mortgage  payments 
which  are  translated  into  higher  cash  pay¬ 
ments  to  the  beneficiaries,  and  once  again 
“tax-free.” 

The  above  may  sound  a  bit  like  trafficking 
in  real  estate  sales  for  tax  purposes.  Indeed 
the  Secretary  of  the  Treasury  used  this  lan¬ 
guage  in  justification  of  his  recommendation 
to  the  87th  Congress  in  April  1961  that  the 
gain  on  the  sale  of  real  estate  be  subject  to 
ordinary  income  tax  to  the  extent  of  the  de¬ 
preciation  taken.  However,  the  Secretary’s 
proposal  would  have  called  a  halt  to  or  a  sub¬ 
stantial  slowdown  in  real  estate  sales  because 
of  tax  considerations  with  far  graver  conse¬ 
quences  for  the  economy. 

Accelerated  Depreciation  Essential 

Enactment  of  the  Treasury’s  proposal  would 
have  deterred  substantially  the  formation  of 
real  estate  investment  trusts  as  well  as  syndi¬ 
cates  and  real  estate  investment  corporations. 
Accelerated  depreciation  (at  least  150  per 
cent  of  straight  line)  is  considered  essential 
by  most  promoters  to  develop  partially  tax- 
free  income  to  the  investors,  yet  the  ordinary 
income  tax  on  the  gain  would  have  inhibited 
sale  at  a  time  when  the  lower  depreciation 
deductions  and  higher  amortization  payments 
were  resulting  in  a  taxable  income  higher  than 
the  actual  cash  received.  ^ 


No  discussion  of  income  of  REIT’s  is  com¬ 
plete  without  reference  to  losses.  Net  operat¬ 
ing  loss  deductions  as  provided  in  Section  172 
of  the  Code  are  not  allowed.  Thus  the  trusts 
which  generate  a  loss  because  of  depreciation 
deductions  (even  though  there  might  be  sub¬ 
stantial  cash  payments  to  the  investors)  will 
not  be  permitted  to  pass  such  losses  down  to 
the  investors.  The  trust  will  not  be  able  to  use 
the  carry-over  or  carry-back  treatment  of 
losses  customarily  available  to  corporations 
or  partnerships. 

Following  enactment  of  the  REIT  Act,  it 
did  not  take  long  for  the  real  estate  investment 
trust  to  capture  the  imagination  of  the  real 
estate  promoter.  However,  such  imagination 
at  work  posed  many  problems  which  today  act 
as  deterrents  to  the  formation  of  trusts.  As  fast 
as  the  tax  and  real  estate  lawyers  thought  they 
had  one  question  resolved,  two  would  appear 
in  its  stead.  What  would  be  the  attitude  of 
state  securities  commissioners  to  the  new 
form?  Would  the  Internal  Revenue  Service 
final  regulations  be  workable?  How  about  the 
Securities  and  Exchange  Commission?  Would 
open-end  trusts  be  cleared?  Mortgage  trusts? 
What  is  full  disclosure?  How  specific  can  the 
promoter  be  in  projecting  income? 

The  Critical  Role  of  the  SEC 

It  might  be  well  at  this  point  to  discuss 
the  role  of  the  Securities  and  Exchange  Com¬ 
mission.  With  the  exception  of  trusts  involving 
(I)  a  private  offering  (to  less  than  25  people) 
or  (2 )  a  wholly  intrastate  offering,  a  filing  with 
the  Securities  and  Exchange  Commission  un¬ 
der  the  Securities  Act  of  1933  must  be  contem¬ 
plated.  Because  a  trust,  to  qualify  under  the 
REIT  Act,  must  have  at  least  100  shareholders, 
the  offering  is  presumed  to  be  in  interstate 
commerce;  hence,  registration  is  essential.  If 


®  While  the  House  Ways  and  Means  Committee  rejected 
the  Treasury’s  proposal,  there  is  strong  sentiment  within 
the  Committee  to  make  some  change.  Some  members  in¬ 
sist  that  where  accelerated  depreciation  is  taken  and  the 
property  is  sold  within  a  relatively  short  period  after 
acquisition  (three  to  six  years),  the  taxpayer  should  be 
required  to  recompute  depreciation  to  the  straight  line 
formula.  In  effect,  this  would  mean  that  the  gain  would 
be  taxable  at  ordinary  income  rates  to  the  extent  of  the 
depreciation  taken  in  excess  of  the  normal  straight  line 
method. 
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the  offering  is  $300,000  or  less,  the  trust  may 
apply  to  the  SEC  for  registration  exemption. 

Registration  with  the  SEC  involves  the  fil¬ 
ing  of  a  registration  statement.  Part  I  of  which 
is  a  prospectus  which  will,  upon  “clearance” 
by  the  SEC,  constitute  the  trust’s  oflFer  to  the 
public.  Part  II  of  the  trust’s  registration  state¬ 
ment  involves  information  required  by  the 
SEC  which  does  not  have  to  be  included  in 
the  prospectus;  i.e.,  estimated  cost  of  offering, 
names  of  shareholders  who  purchased  pri¬ 
vately  (prior  to  SEC  clearance),  indemnifica¬ 
tion  of  underwriter.  Approximately  60  to  75 
days  elapse  before  the  SEC  clears  an  offering 
during  which  time  the  trust  may  issue  to  pros¬ 
pective  underwriters  and  prospective  buyers 
a  preliminary  prospectus  known  as  a  “red  her¬ 
ring,”  because  of  the  admonitions  in  red  on  the 
cover  page  that  the  offering  has  not  been 
cleared  by  the  SEC.  Clearance  by  the  SEC 
does  not  mean  that  the  agency  has  approved 
the  securities  nor  does  it  mean  that  the  SEC 
has  passed  upon  the  accuracy  or  adequacy  of 
the  prospectus.  It  means  only  that  the  pros¬ 
pectus  meets  the  requirements  of  the  Securi¬ 
ties  Act  of  1933  as  to  disclosure  of  all  the  facts 
which  the  public  needs  to  make  an  informed 
judgment. 

New  Form  Developed 

Upon  enactment  of  the  REIT  Act,  the 
Securities  and  Exchange  Commission,  antici¬ 
pating  an  influx  of  registrations,  re-evaluated 
its  then  existing  procedures  as  they  related  to 
real  estate  public  offerings  (syndicates  and 
corporations).  The  SEC  soon  concluded  that 
its  regular  S-1  registration  form  was  not  ade¬ 
quate  and  proceeded  to  develop  a  new  form, 
known  as  S-11,  for  all  real  estate  public  offer¬ 
ings.  The  S-11  form  requires  considerably 
more  information  than  the  S-1  form  and  ap¬ 
pears  more  adaptable  to  real  estate  offerings. 
For  example,  S-11  requires  more  information 
as  to  transactions  of  the  group  with  insiders 
or  promoters.  It  must  be  emphasized  that  the 
SEC  does  not  prohibit  transactions  with  insid¬ 
ers;  it  insists  only  on  full  disclosure.  It  is  the 
IRS  and  the  Blue  Sky  (State)  Commissioners 
who  have  imposed  the  tentative  restrictions 
on  dealings  with  insiders  and  promoters  of  a 


trust,  although  such  restrictions  are  not  im¬ 
posed  on  the  syndicate  or  the  corporation. 

Open«End  Trusts 

One  of  the  first  decisions  which  the  SEC 
had  to  make  involved  the  question  of  open- 
end  trusts.  An  open-end  trust  ( similar  to  mu¬ 
tual  funds )  stands  ready  to  redeem  its  shares 
at  any  time,  usually  at  the  prevailing  net  asset 
value  per  share.  Generally,  such  trusts  would 
continuously  offer  new  shares  to  investors. 
Should  the  SEC  clear  the  registration  state¬ 
ment  of  an  open-end  trust? 

Indeed  the  first  registration  statement  of  a 
real  estate  investment  trust  filed  with  the  SEC 
was  an  open-end  trust.  After  considerable 
study  and  soul-searching  the  SEC  tentatively 
decided  that  it  will  not  clear  an  open-end  trust 
primarily  because  there  is  no  way  in  which  a 
trust  could  adequately  inform  the  investing 
public  of  the  trust’s  limited  ability  to  redeem 
shares  upon  demand.  How  could  the  value  of 
the  shares  be  determined  from  day  to  day? 
By  appraisal?  Whose?  By  the  trustee’s  esti¬ 
mate  of  value?  Would  redemption  force 
properties  on  the  market  under  distress  cir¬ 
cumstances?  The  more  the  SEC  sought  the 
answer  to  these  questions  the  more  deter¬ 
mined  were  the  Commissioners  to  avoid  the 
open-end  trust.  The  SEC  thought  the  closed- 
end  trust  was  more  adaptable  to  real  estate 
and  minimized  misleading  the  public.  Subse¬ 
quently,  the  open-end  trust  which  had  filed  a 
registration  statement  with  the  SEC  resub¬ 
mitted  its  application  as  a  closed-end  trust. 

Adequate  Liquid  Resources 

There  is  a  school  of  thought  that  the  SEC 
may  have  acted  too  hastily.  The  trust  may 
qualify  for  tax  exemption  with  25  per  cent 
of  its  assets  in  cash,  government  securities,  and 
listed  stocks  and  bonds.  This,  some  experi¬ 
enced  investors  contend,  is  more  than  ade¬ 
quate  liquid  resources  with  which  to  hold  out 
to  the  public  the  trust’s  readiness  to  redeem 
shares  on  a  day-to-day  basis.  Probably,  the 
SEC  will  clear  an  open-end  trust  which  deals 
exclusively  in  government-insured  or  -guaran¬ 
teed  mortgages  because  of  their  highly  liquid 
nature. 
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Six  Trust  Categories 

A  study  of  the  26  trust  registrations  indi¬ 
cates  that  the  organization  of  real  estate  in¬ 
vestment  trusts  will  probably  fall  into  six 
categories; 

1.  “Blank  Check”  Trusts.  This  is  the  simplest 
trust,  and  the  first  of  this  type  to  clear  the 
SEC  was  the  Greenfield  Real  Estate  Invest¬ 
ment  Trust  with  offices  in  Philadelphia 
(500,000  shares  with  a  public  offering  price 
of  $20  per  share).  Under  this  category  the 
trust  proposes  to  make  a  public  offering  and 
use  the  funds  to  buy  properties  which  in  the 
judgment  of  the  trustees  are  sound  invest¬ 
ments.  An  investment  policy  is  set  forth  in 
the  prospectus  which  recites  the  three  factors 
the  trustees  will  deem  favorable  in  selecting 
properties;  i.e.,  large  mortgage  with  long 
maturity,  eligibility  for  large  depreciation 
deductions,  and  prospects  for  appreciation  in 
value.  However,  unless  an  underwriter  pro¬ 
poses  taking  most  if  not  all  of  the  offering, 
or  the  names  of  the  promoters  and  trustees 
are  “magic”  names  to  the  investing  public, 
the  “blank  check”  trust  may  be  the  easiest 
to  clear  the  SEC  but  the  hardest  to  use  to 
go  into  business. 

A  “blank  check”  trust  whose  shares  are 
traded  locally  or  regionally  over  the  counter 
may  show  a  drop  in  price  below  par  until  its 
money  is  invested  in  income-producing  prop¬ 
erties.  As  real  estate  public  offerings  increase 
—as  they  are  expected  to  once  the  IRS  final¬ 
izes  its  regulations— the  competition  for  good 
properties  is  expected  to  intensify. 

2.  Exchange  Trusts.  These  trusts  involve  an  ex¬ 
change  of  property  for  shares  in  the  trust. 
The  Liberty  Trust,  Florida  ( 2,500,000  shares 
at  a  price  of  $10  per  share)  is  an  example 
of  this  type.  Such  trusts  rely  on  IRC  Section 
351  tax-free  exchanges.  In  these  cases  the 
purchasing  trust  does  not  acquire  a  new  basis 
for  depreciation  deductions  but  continues 
the  basis  of  the  seller.  The  underwriting 
agreement  under  such  trusts  provides  for  a 
graduated  commission  rate  based  on  a  per¬ 
centage  of  the  value  of  the  property  ex¬ 
changed;  i.e.,  2  per  cent  of  property  valued 
in  excess  of  $3  million  down  to  8  per  cent  of 
property  valued  at  less  than  $100,000. 

3.  Purchasing  Trusts.  These  trusts  are  organ¬ 
ized  to  use  the  money  derived  from  the  pub¬ 


lic  offering  to  purchase  property  which  is 
described  in  the  prospectus.  Not  only  is  a 
physical  description  required,  but  the  histor¬ 
ical  earnings  record  for  the  previous  five 
years  must  be  spelled  out.  U.S.  Realty  Invest¬ 
ments,  Cleveland  (661,975  shares  at  $10  per 
share),  which  proposes  acquiring  properties 
with  a  total  purchase  price  of  $14,493,000, 
is  an  example  of  this  type  of  trust.  Trusts 
contemplating  the  purchase  of  certain  prop¬ 
erty  should  insist  that  the  purchase  contract 
contain  a  provision  binding  the  seller  to 
make  available  all  the  historical  data,  operat¬ 
ing  records,  and  the  like,  which  the  SEC  will 
require  in  the  prospectus.  Examples  of  early 
filings  of  this  type  of  trust  are  replete  with 
deficiencies  in  supplying  sufficient  historical 
data  of  the  properties  to  be  purchased. 

Where  the  promoters  are  contemplating 
buying  one  piece  of  property,  such  as  a  shop¬ 
ping  center  or  an  apartment  house,  they 
might  find  it  more  practical  to  adopt  the 
syndicate  ( limited  partnership )  form  instead 
of  the  trust.  However,  the  Gateside  Archi¬ 
tects  Building  Trust,  Philadelphia,  ( 139 
shares  at  $5,000  per  share)  was  one  of  the 
first  REIT  filings. 

4.  Mixed  Trusts.  These  trusts,  like  the  Wash¬ 
ington  (D.G.)  Realty  Investment  Trust 
(600,000  shares  at  $5  per  share),  intend  to 
acquire  an  apartment  building  (described 
in  the  prospectus )  with  one-third  of  the  pro¬ 
ceeds  of  the  offering  and  the  remainder  of 
the  proceeds  to  be  on  a  “blank  check”  basis. 
This  is  considered  a  desirable  form  because 
the  purchase  of  the  property  described  in 
the  prospectus  gives  the  investing  public  an 
idea  of  the  type  of  investment  the  trust  will 
be  making  with  the  “blank  check”  proceeds. 

5.  Existing  Trusts.  This  is  the  final  equity  cate¬ 
gory  and  represents  the  existing  trust  which 
is  going  into  the  market  for  additional  capital 
based  upon  qualification  under  the  REIT 
Act.  For  example,  the  underwriters  for  the 
Real  Estate  Investment  Trust  of  America, 
Boston,  ( quoted  on  the  American  Stock  Ex¬ 
change)  recently  completed  an  offering  of 
$10  million. 

6.  Mortgage  Trusts.  All  of  the  above  categories 
are  equity  trusts.  A  sixth  category  may  prove 
to  be  a  vital  force  in  the  residential  mortgage 
market.  An  example  is  the  First  Mortgage 
Investors  (Florida),  organized  to  hold  FHA 
and  VA  mortgages  and  conventional  con- 
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struction  and  development  loans.  An  earlier 
prospectus  had  to  be  revised  to  eliminate  the 
word  “Fund”  from  the  title,  a  word  which 
the  SEC  contends  has  a  connotation  that 
might  mislead  the  public  into  believing  the 
trust  to  be  a  regulated  investment  company 
operating  under  the  Investment  Act  of  1940. 

First  Mortgage  Investors,  which  has  been 
cleared  by  the  SEC,  involves  an  offering  of 
one  million  shares  at  $15  per  share.  A  possi¬ 
ble  disadvantage  of  holding  only  FHA  and 
VA  mortgages  is  the  relatively  low  interest 
rates  on  such  mortgages,  although  this  may 
be  balanced  by  the  almost  riskless  invest¬ 
ment  in  a  government-insured  portfolio. 
First  Mortgage  Investors’  prospectus  reveals 
a  10  per  cent  underwriting  commission.  The 
trustees  are  authorized  to  borrow  money  by 
issuing  senior  debt  securities  where,  in  the 
opinion  of  the  trustees,  such  borrowing  will 
increase  income  to  the  shareholders. 

Commissioners  Take  Dim  View,  Then  Relax 

The  regulations  of  the  Internal  Revenue 
Service  and  the  Securities  and  Exchange  Com¬ 
mission  represent  only  part  of  the  story.  The 
“public  offering”  must  still  meet  the  require¬ 
ments  of  state  securities  commissioners.  This 
is  known  in  the  trade  as  “blue  skying”  the 
offering. 

The  Midwest  Securities  Commissioners  As¬ 
sociation  met  in  February,  1961,  to  take  a  long 
look  at  this  new  creature,  the  real  estate  in¬ 
vestment  trust.  Whether  the  commissioners 
were  unhappy  over  the  REIT  Act  and  didn’t 
want  any  operating  in  their  states,  or  were  just 
playing  it  “close  to  the  belly,”  the  results  of 
the  first  meeting  were  sufficient  to  discourage 
most  trusts  from  trying  to  sell  their  issues  in 
the  member  states.^  However,  the  echoes  of 
protest  had  hardly  subsided  when  the  Mid¬ 
west  Securities  Commissioners  met  again  in 
June  and  undid  some  of  their  February  dam¬ 
age.  At  this  writing  these  state  commissioners 
were  scheduled  to  meet  again  in  October,  and 
further  amelioration  of  the  state  regulations 
may  be  in  order. 

Nevertheless,  the  June  statement  of  policy 

*  Includes  states  of  Arizona,  California,  lUinois,  Indiana, 
Iowa,  Kansas,  Michigan,  Minnesota,  Missouri,  Nebraska, 
New  Mexico,  Oklahoma,  Texas,  and  Wisconsin. 


is  not  a  complete  deterrent  to  the  sale  of  REIT 
shares  in  the  member  states.  Let  us  review 
some  of  the  principal  provisions  of  this  state¬ 
ment  of  policy. 

The  role  of  the  trustee.  The  trust  may  not 
acquire,  directly  or  indirectly,  any  assets  from  j 
a  trustee  or  independent  contractor  (man-  j 
ager)  except  for  the  acquisition  of  assets  at  , 
the  formation  of  the  trust.  This  is  an  onerous  | 
provision  because  it  bars  the  independent  con-  j 
tractor  (who  would  probably  be  a  real  estate  ^ 
broker-manager)  from  earning  a  commission  | 
on  the  sale  of  properties  to  the  trust.  The  In¬ 
ternal  Revenue  Service,  while  it  has  tenta¬ 
tively  barred  a  trustee  from  having  any  pro¬ 
prietary  interest  in  the  management  company, 
does  not  bar  the  trustee  from  earning  commis-  | 
sions  on  the  sale  of  properties  to  or  out  of  the  | 
trust.  I 

Trusts  do  not  just  develop  out  of  thin  air.  j 
Some  Realtor  must  be  the  guiding  force— the  | 
entrepreneur  who  conceives  the  idea  of  a  trust  | 
and  brings  it  to  fruition.  The  broker-manager  j 
role  traditionally  has  been  the  incentive  for  ( 
this  promotional  activity.  ! 

Most  of  these  states  permit  general  partners 
of  syndicates  and  directors  of  real  estate  in-  | 
vestment  corporations  to  maintain  such  roles  , 
while  contracting,  as  individuals,  with  the 
partnership  or  the  corporation  for  brokerage 
or  management.  Unfortunately,  the  trust  ap¬ 
pears  to  the  IRS  and  the  state  commissioners 
as  requiring  a  higher  degree  of  fiduciary  re¬ 
sponsibility;  hence  the  sometimes  exagger¬ 
ated  safeguards  to  make  sure  that  anyone 
playing  a  role  in  the  formation  or  operation 
of  a  trust  be  confined  to  a  narrow  sector  of 
activity.  It  appears,  therefore,  in  the  light  of 
the  IRS  proposed  regulations  and  the  action  of 
the  Midwest  Commissioners  Association  that 
a  Realtor  interested  in  promoting  the  organi¬ 
zation  of  a  trust  should  weigh  carefully  where 
his  future  hes;  i.e.  in  being  the  broker-man¬ 
ager  of  the  trust  or  in  being  one  of  the  trustees. 

A  contract  should  be  entered  into  immediately 
upon  executing  the  declaration  of  trust  for 
either  such  activity. 

Unimproved  Real  Estate.  The  Midwest 
State  Commissioners  would  permit  the  REIT 
to  invest  up  to  5  per  cent  of  its  assets  in  un- 
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improved  real  property.  This  is  probably  too 
restrictive,  as  it  could  bar  a  REIT  from  taking 
advantage  of  the  purchase  of  desirable  prop¬ 
erty  for  a  shopping  center,  office  building,  etc. 

Mortgage  Encumbrance.  Another  restric¬ 
tion  of  the  Midwest  Commissioners  is  the  pro¬ 
hibition  against  acquiring  property  with  more 
than  a  66-2/3  per  cent-of- value  mortgage,  or 
encumbering  acquired  properties  in  excess  of 
this  ratio  of  loan-to-value.  This  bars  the  trust 
from  acquiring  apartment  houses  with  FHA- 
insured  mortgages,  which  may  be  90  per  cent 
of  value  in  the  case  of  FHA  Section  207’s,  or 
100  per  cent  of  cost  in  the  case  of  Sections 
220’s  and  221*8  in  urban  renewal  areas.  Also, 
the  66-2/3  per  cent  ratio  appears  very  con¬ 
i'  servative  in  the  light  of  recent  changes  per- 
!  mitting  commercial  banks  to  lend  up  to  75 
{  per  cent  of  value  on  improved  real  estate,  and 
j  SO  per  cent  of  value  in  the  case  of  savings  and 
I  loan  associations.  However,  66-2/3  per  cent 
I  does  represent  a  substantial  liberalization  over 
1  the  Midwest  Securities  Commissioners’  Feb- 
I  ruary,  1961,  statement  of  policy  that  limited 
I  the  trust  to  10  per  cent-of-value  mortgages  on 
properties  which  it  had  previously  acquired, 
j  The  member  states  of  the  Association  are 
j  not  bound  by  the  statement  of  policy,  and 
there  may  very  likely  be  substantial  depar¬ 
tures,  particularly  after  the  IRS  finalizes  its 
regulations.  One  restriction  which  Califor¬ 
nians  hope  will  be  discarded  by  the  California 
Securities  Commissioner  is  the  requirement 
that  the  management  contract  be  awarded 
pursuant  to  competitive  bids  where  there  is 
more  than  one  qualified  manager  in  the  area. 

Organizers  must,  of  course,  look  to  the  spe¬ 
cific  statutes  and  regulations  of  the  states 
wherein  the  trust  is  to  be  organized,  and  the 
states  where  it  is  desired  to  market  the  shares. 

What  Is  the  Best  Form? 

There  is  one  school  of  thought  that  the 
'  REIT  may  have  been  oversold  because  too 

j  much  importance  was  placed  on  escaping  the 

corporate  tax.  While  it  is  true  that  a  corpora¬ 
tion  must  pay  the  corporate  tax  before  it 
makes  a  distribution,  the  ease  of  operation 
and  the  freedom  from  so  many  federal  and 
state  regulations  surrounding  the  trust  may 


tip  the  scales  in  favor  of  the  corporation— at 
least  for  the  first  few  years  after  organization. 
During  this  period,  a  corporation  may  show 
substantial  operating  cash  flow  although  a 
small  taxable  income  or  even  a  net  loss  for  tax 
purposes.  If  there  is  no  taxable  income  to  dis¬ 
tribute,  any  cash  flow  would  be  tax-free  to  the 
stockholders  as  return  of  capital.  The  reason, 
of  course,  is  depreciation,  particularly  the  150 
per  cent  declining  balance  method  and  the 
“composite”  method  for  depreciating  existing 
properties. 

As  depreciation  deductions  decline  and 
amortization  payments  increase,  the  corpora¬ 
tion  will  have  the  same  cash  flow  but  more 
taxable  income.  What  happens  then?  The  as¬ 
tute  promoters  will  probably  then  shift  to  the 
REIT,  exchanging  certificates  of  beneficial  in¬ 
terest  for  the  corporation’s  outstanding  stock. 
In  the  meantime,  they  may  be  able  to  func¬ 
tion  more  eflFectively  in  the  corporate  form  and 
hope  that  by  the  time  it  is  necessary  to  shift 
to  the  trust  form  the  IRS  and  state  commis¬ 
sioners  will  no  longer  view  the  trust  as  some 
special  economic  animal  deserving  the  utmost 
in  restrictive  regulations.  Also,  a  corporation 
is  permitted  to  engage  in  active  real  estate 
operations  such  as  management,  develop¬ 
ment,  and  construction,  while  the  trust  must 
remain  passive. 

Recently,  the  Securities  and  Exchange  Com¬ 
mission  has  received  several  registrations  from 
new  real  estate  corporations  which  are  ex¬ 
changing  stock  for  the  shares  of  several  syn¬ 
dicates  or  limited  partnerships.  The  pros¬ 
pectuses  of  these  corporations  reveal  projec¬ 
tions  that  reflect  substantial  operating  cash 
flow  but  no  taxable  income  subject  to  the  cor¬ 
porate  tax.  Here  is  how  a  recent  SEC-cleared 
prospectus  of  one  of  these  corporations  ex¬ 
pressed  the  situation: 

Future  acquisitions  may  be  entered  into 
by  the  Company  which  may  make  available 
additional  depreciation  deductions  so  as  to 
further  reduce  the  proportion  of  distribu¬ 
tions  which  might  otherwise  be  taxable  .  .  . 
The  Company  anticipates  that  cash  distribu¬ 
tions  for  the  fiscal  year  after  the  consumma¬ 
tion  of  the  Exchange  Offer,  will  not  be 
taxable  as  dividend  income  for  Federal  in- 
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come  tax  purposes  and  that  thereafter  only 
a  gradually  increasing  proportion  will  be  so 
taxable. 

The  corporate  form  lacks  another  signifi¬ 
cant  advantage  which  the  trust  enjoys.  The 
trust  may  pass  through  capital  gains  directly 
to  the  shareholder  in  the  event  property  is  sold 
at  a  profit.  The  trust  itself  pays  no  tax.  A  cor¬ 
poration  must  pay  the  capital  gains  tax  and 
any  distribution  of  gain  to  the  shareholder  is 
taxed  on  his  pro-rata  share  of  the  profit  at 
ordinary  income  tax  rates. 

Some  Issues  Debentures 

Another  prominent  real  estate  corpora¬ 
tion  neutralizes  the  impact  of  the  corporate 
tax  by  issuing  debentures  as  well  as  stock. 
Thus  ordinarv  income  is  passed  through  as 
interest  on  the  debentures,  which  interest  is 
tax  deductible  at  the  corporate  level.  Caution 
must  be  exercised  here  to  make  sure  that  the 
ratio  of  outstanding  debentures  to  stock  is 
sufficiently  low  to  avoid  the  “thin  corporation” 
trap.  Also,  it  is  best  to  issue  debentures  to 
parties  who  are  not  substantial  stockholders. 

Significantly,  the  prospectuses  of  these  cor¬ 
porations  reveal  that  their  promoters  are  “big 
names”  in  real  estate.  A  Realtor  contemplating 
the  formation  of  an  REIT  might  well  study 
these  before  deciding  that  the  REIT  is  the  best 
form  for  a  real  estate  “public  offering.” 

What  about  the  syndicate  (limited  partner¬ 
ship  )  ?  If  the  purpose  of  the  Realtor-promoters 
is  to  acquire  a  single  piece  of  property,  the 
limited  partnership  or  syndicate  is  by  far  the 
preferable  form  rather  than  the  trust  or  cor¬ 
poration.  Most  of  the  states  have  adopted  the 
Uniform  Limited  Partnership  Law,  and  the 
Internal  Revenue  Service  in  I960  issued  regu¬ 
lations  which  provide  a  clear  and  unmistak¬ 
able  formula  to  follow  to  avoid  the  pitfalls 
of  being  taxed  as  a  corporation.  Most  syndi¬ 
cates  commence  with  the  general  partners  ob¬ 
taining  an  option  or  a  contract  to  purchase  an 
apartment  house,  shopping  center  or  office 
building,  which  they  assign  to  the  limited  part¬ 
nership  in  exchange  for  5  to  8  per  cent  of  the 
outstanding  limited  partnership  units.  The 
general  partners  may  also  contract  with  the 


limited  partnership  to  be  (1)  the  exclusive 
broker  when  the  property  is  sold,  and  ( 2 )  the 
manager  of  the  partnership  properties. 

In  many  cases  the  general  partners  organ¬ 
ize  a  securities  corporation  and  contract  with 
the  partnership  to  sell  the  shares  on  a  “best 
efforts”  basis.  The  underwriting  commission 
varies  from  7  to  10  per  cent.  This  type  of  trans¬ 
action,  while  permitted  between  general  part¬ 
ners  and  partnerships,  and  corporate  directors 
and  corporations,  is  prohibited  in  the  case  of  : 
real  estate  investment  trusts,  to  the  extent  | 
heretofore  set  out,  by  the  IRS  and  the  Blue  j 
Sky  Commissioners. 

) 

What  About  the  Future?  : 

The  proliferation  of  real  estate  “public  offer-  j 
ings,”  beginning  with  the  syndicate  and  cata-  | 
lyzed  by  the  REIT,  may  prove  to  be  a  mixed  ; 
blessing  unless  the  warning  signs  are  heeded  j 
by  the  promoters.  One  warning  sign  is  the  high 
price  of  good  income-producing  real  estate  as  ' 
syndicates,  trusts,  and  corporations  bid  for  j 
them.  The  spiraling  sales  tag  has  already  been  | 
noted  by  Robert  C.  Weaver,  Administrator  of 
the  Housing  and  Home  Finance  Agency,  as  i 
contributing  to  the  rise  in  apartment  house  ; 
prices  and,  of  course,  the  rents  to  justify  such  j 
prices. 

Depreciation  being  what  it  is,  an  astute  gen¬ 
eral  partner  of  a  syndicate  or  a  trustee  of  a 
trust  may  be  able  to  anticipate  when  certain 
properties  will  be  back  on  the  market.  Some¬ 
times  the  time  element  is  so  short  as  to  defy 
an  analysis  of  motivation.  Manhattan’s  fash¬ 
ionable  St.  Regis,  for  example,  had  four  differ¬ 
ent  owners  in  thirteen  months,  each  time  at  a 
profit  to  the  prior  owner,  of  course. 

On  the  other  side  of  the  coin,  we  have  a  dy¬ 
namic  economy  with  demands  for  apartment 
houses  and  office  buildings  that  will  continue 
to  rise  as  the  economy  copes  with  our  popula¬ 
tion  explosion. 

Some  SEC  officials  are  beginning  to  wonder 
where  it  will  all  end.  One  of  the  commission¬ 
ers,  speaking  before  a  recent  lawyers’  brief¬ 
ing  session,  expressed  the  tongue-in-cheek 
hope  that  the  current  trend  will  not  reach  the 
point  where  a  beleagured  property  owner  will 
feel  that  his  toughest  decision  is  whether 
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I  to  petition  in  bankruptcy  or  “go  public.” 
Then  there  are  the  Treasury  and  the  Con¬ 
gress.  We  have  already  referred  to  the  Treas¬ 
ury  proposal  in  April,  1961,  to  stop  trafiBcking 
in  real  estate  for  tax  purposes  by  taxing  as 
ordinary  income  the  gain  on  the  sale  of 
income-producing  property  to  the  extent  of 
the  depreciation  taken.  While  the  House  Ways 
and  Means  Committee  rejected  this  proposal 
as  being  too  drastic  an  antidote  for  the  prob- 
j  lem,  some  key  members  of  the  Committee 
I  made  it  clear  that  a  change  in  the  use  of  accel- 
!  crated  depreciation  on  real  estate  is  definitely 
I  in  the  cards.  Whether  such  a  change  will  slow 


down  real  estate  in  its  drive  to  “go  public”  is 
too  conjectural  at  this  writing.  But  the  signs 
might  well  be  heeded  in  developing  the  frame¬ 
work  of  any  sound  real  estate  investment 
entity. 

In  the  meantime,  interested  Realtors  might 
spend  the  winter  reading  the  dozens  of  pros¬ 
pectuses  filed  during  the  six  months  by  real 
estate  corporations,  syndicates,  and  trusts. 
They  will  give  you  some  idea  of  what  is  in 
store  for  you  when  you  call  your  lawyer  and 
give  him  the  galvanizing  pronouncement:  “I 
am  interested  in  setting  up  a  real  estate  invest¬ 
ment  trust.” 


♦ 
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(editor’s  note:  A  copy 
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discussed  in  this  article 
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change  Commission,  425 
Second  Street,  N.  W., 
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FORM  S-11 


Generally  speaking,  the  offering  of  securities  of  a  real  estate  invest¬ 
ment  trust  ( REIT )  is  subject  to  the  registration  requirements  of  tlie 
Securities  Act  of  1933  and  not  subject  to  the  requirements  of  the  In¬ 
vestment  Company  Act  of  1940. 

Form  S-11  is  to  be  used  for  registration  under  the  Securities  Act  of 
1933  of  securities  of  real  estate  investment  trusts  ( also  to  be  used  for 
securities  of  real  estate  syndicates  and  certain  real  estate  corpora¬ 
tions),  but  is  not  applicable  if  the  REIT  is  also  subject  to  the  Invest¬ 
ment  Company  Act  of  1940. 

This  article  will  briefly  discuss  the  applicability  and/or  nonapplica¬ 
bility  of  the  Securities  Act  of  1933  and  the  Investment  Company  Act 
of  1940  to  the  Securities  of  REITs  and  to  REITs,  respectively.  More 
importantly,  the  article  will  discuss  the  major  prospectus  disclosure 
requirements  of  Form  S-11.  Hopefully,  this  discussion  will  show  that 
little  or  no  information  is  required  by  Form  S-11  which  is  not  readily 
available  if  not  already  known  to  the  REIT,  its  trustees  or  promoters; 
and  that  the  form  does  not  seek  to  regulate  business,  but  rather  to 
ensure  disclosure  of  certain  basic  facts. 

For  the  purposes  of  simplicity,  the  discussion  of  the  form  will  be  in 
the  context  of  a  public  offering  of  shares  of  beneficial  interest  by  a 
REIT  which  has  and/or  will  have  a  single  class  of  shares  outstanding. 

Securities  Act  of  1933  and  Investment  Company  Act  of  1940 

One  of  the  requirements  which  a  REIT  must  meet  under  Section 
856(a)  of  the  Internal  Revenue  Code  is  that  it  have  1(X)  or  more  share¬ 
holders.  While  it  is  entirely  possible  that  the  figure  of  100  might  be 
reached  without  having  been  subject  to  the  registration  requirements 
of  the  Securities  Act  of  1933,  through  such  techniques  as  mergers  or 
intra-state  offerings,  the  usual  case  will  be  within  the  registration  re¬ 
quirements  of  such  Act,  rather  than  without.  Presently,  the  scope  of 
the  intra-state  offering  exemption  is  under  examination  by  the  Se¬ 
curities  and  Exchange  Commission,  and  it  may  either  be  restricted  by 
interpretation  or  restrictive  legislation  may  be  recommended. 

Section  3  (c)(6)(C)  of  the  Investment  Company  Act  of  1940  says 
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that  a  person  is  not  an  investment  company 
(and  thus  not  subject  to  the  Act )  if  he  is  not 
engaged  in  the  business  of  issuing  face- 
amount  certificates  of  the  installment  type 
or  periodic  payment  plan  certificates  and 
is  “primarily  engaged  in”  the  business  of 
“purchasing  or  otherwise  acquiring  mortgages 
and  other  liens  on,  and  interests  in  real 
estate.”  The  first  part  of  the  exemption  need 
not  concern  us,  since  it  involves  rather  un¬ 
common  securities.  The  question  of  whether 
a  given  REIT  is  “primarily  engaged  in”  is 
easily  answered  in  the  affirmative  if  the  REIT 
portfolio  is  almost  exclusively  mortgages  or 
equity  real  estate  interests.  Problems  arise 
where  the  portfolio  mix  includes  a  heavv 
amount  of  corporates.  As  to  these  REITs,  the 
answer  to  the  question  of  Investment  Com¬ 
pany  Act  applicability  will  be  found  on  a  case 
by  case  basis.  However,  in  general,  most 
REITs  as  they  now  exist,  or  as  proposed,  will 
not  be  subject  to  the  Investment  Company 
Act  of  1940. 

Form  S-1 1 

Form  S-11  has  28  pages  of  text  dealing  with 
the  contents  of  the  prospectus  (the  prospectus 
is  the  “statutory”  offering  and  selling  docu¬ 
ment  and  is  part  of  a  registration  statement 
on  public  file  at  the  Securities  and  Exchange 
Commission  in  Washington,  D.C.).  The  28 
pages  are  primarily  a  guide  to  answering  two 
basic  questions:  (1)  What  is  being  sold,  and 
(2)  Who  will  have  what  interest  and  at  what 
cost  when  a  given  offering  is  concluded?  The 
“what”  includes  the  nature  of  the  REIT  and  a 
description  of  the  properties  and  operating 
and  investment  policies  of  the  REIT.  “Who 
will  have  what”  includes  the  cost  of  the  REIT’s 
shares  to  the  public  and  the  insiders  and  the 
direct  and  indirect  remuneration  and  pecuni¬ 
ary  interest  of  the  insiders  of  the  REIT. 

The  prospectus-applicable  parts  of  Form 
S-1 1  contain  (in  addition  to  general  instruc¬ 
tions  and  a  prospectus  cover  page)  26  items. 
Each  item  is  a  cluster  of  related  questions,  the 
answers  to  which,  in  general,  are  readily  avail¬ 
able,  if  not  already  known,  to  the  REIT,  its 
trustees,  or  promoters.  The  various  questions 
raised  by  the  items  are  those  that  any  Realtor 


would  ask  before  he  was  to  participate  in  a 
transaction.  One  caveat:  each  real  estate  trans¬ 
action  and/or  REIT  is  unique,  and  obviously 
any  schedule  of  questions  cannot  always  pick 
up  all  the  salient  features  of  a  given  transac¬ 
tion  or  REIT.  Even  though  each  particular 
question  in  the  form  has  been  answered,  if 
salient  features  of  a  transaction  or  REIT  re¬ 
main  to  be  disclosed,  this  must  be  done  in  the 
prospectus. 

Introductory  Statement 

Form  S-11  in  Instruction  D(c)  calls  for  an 
Introductory  Statement  as  to  the  “speculative” 
features  of  the  offering,  if  any.  The  word 
“speculative”  finds  its  meaning  in  SEC  prac¬ 
tice  and  precedent,  and  includes  not  only  an 
unusual  risk  but  also:  (a)  disproportionate  in¬ 
direct  and  direct  benefits  received  and  to  be 
received  by  the  insiders  and  their  associates 
(e.g.,  shares  purchased  at  a  price  substantially 
below  that  to  be  paid  by  the  public,  or  a 
management-advisory  contract ) ,  and  ( b )  any¬ 
thing  particularly  unusual  about  the  registrant 
or  the  offering  (including  extent  of  security 
holder  liability). 

The  introductory  statement  summarizes  and 
highlights  information  in  the  above  categories 
appearing  elsewhere  in  the  prospectus.  The 
scope  and  context  of  the  categories  is  dynamic 
but  not  completely  fluid.  For  example,  at  the 
moment  the  staff  is  requiring  in  the  introduc¬ 
tory  statement  some  discussion  of  potential 
REIT-shareholder  liabilitv  and  taxation  of 
REITs  and  their  shareholders.  However,  in 
time,  as  these  two  matters  become  better 
known,  the  introductory  statement  will  not 
have  to  contain  a  discussion  of  them.  On  the 
other  hand,  the  introductory  statement  will 
probably  always  include  a  brief  discussion  of 
the  insiders  participation,  where  it  is  dispro¬ 
portionate. 

Items  1  and  2  basically  call  for  answers  to  the 
following  questions:  What  securities  are  being 
sold;  by  whom;  through  whom  (the  names  of 
the  principal  underwriters ) ;  what  price  to  the 
public;  and  what  expense  ( such  as  underwrit¬ 
ing  commission,  expenses,  future  commit¬ 
ments,  and  finders  fees )  ? 

Item  3  inquires  as  to  what  the  registrant  pro- 
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poses  to  do  with  the  net  proceeds  of  the  oflFer- 
ing.  The  answer  to  this  item,  as  well  as  the 
answers  to  all  the  other  items,  does  not  call  for 
elaborate  disquisitions,  but  simple  statements. 
If,  for  example,  it  is  planned  merely  to  buy 
FHA-insured  and/or  VA-guaranteed  mort¬ 
gages  on  single-family  residences  throughout 
the  country,  pending  the  making  of  suitable 
equity  investments,  a  simple  declaratory  state¬ 
ment  to  that  effect  answers  the  item.  If  it  is 
planned  to  buy  a  specific  property,  simply  give 
its  cash  and  mortgage  cost  and  a  reference  to 
the  section  of  the  prospectus  where  such  prop¬ 
erty  is  more  fully  described. 

Financial  Data 

Item  6,  “Summary  Financial  Data”  covering 
two  basic  types  of  REITs,  calls  for  a  five-year 
profit  and  loss  statement  (plus  any  interim 
period)  of  which  only  the  last  three  need  be 
certified  structured  to  highlight  the  special  na¬ 
ture  of  REIT  operation  (i.e.,  investment  in  real 
property).  If  a  REIT  is  an  existing  trust  or  is 
a  successor  operation,  the  following  are  among 
the  items  to  be  separately  stated  in  the  histor¬ 
ical  summary:  rental  income;  mortgage  inter¬ 
est  income;  management  fees;  operations  ex- 
[jenses;  real  estate  taxes;  depreciation;  interest 
expense;  income  taxes;  and  net  income.  Real¬ 
ized  gain  or  loss  on  investments  should  be 
shown  as  a  separate  item  after  net  operating 
income.  Where  appropriate,  note  should  be 
made  of  the  fact  that  future  income  will  not 
be  subject  to  federal  income  taxes  and  will  be 
subject  to  trustee  and  trust  management- 
advisory  fees  of  a  given  amount. 

If,  on  the  other  hand,  the  REIT  is  newly 
formed,  and  proposes  to  acquire  one  or  more 
properties  by  purchase,  the  historical  summary 
must  exclude  items  not  comparable  to  the  pro¬ 
posed  future  operation  of  such  property  or 
properties  such  as,  mortgage  interest,  depre¬ 
ciation  and  amortization,  federal  and  state  in¬ 
come  taxes,  if  applicable.  Where  appropriate, 
note  should  be  made  of  trustee  and  trust  man¬ 
agement-advisory  fees.  As  to  either  type  of 
REIT,  one  thing  that  is  required— though  it  is 
not  clear  in  the  item— is  a  statement  of  cash 
flow  that  can  be  factually  demonstrated.  If  it 
planned  to  set  up  a  “blank  check”  REIT  (no 


properties  owned  or  under  option  at  the  time 
of  the  offering  of  the  shares ),  Item  6  is  not  ap¬ 
plicable. 

It  should  be  noted  that  when  options  are 
taken  on  property  which  it  is  proposed  the  ) 
REIT  will  acquire  with  the  proceeds  of  an  | 
offering,  the  option  contract  should  contain  a 
provision  allowing  the  inclusion  of  the  prop¬ 
erty’s  operating  figures,  as  certified,  in  the  | 
prospectus  (which  requires  their  inclusion),  1 
regardless  of  any  concern  the  vendor  might  j 
have  about  making  the  figures  public.  \ 

The  Heart  of  the  Form  i 

Items  8-11  are  the  heart  of  Form  S-11,  for  | 
they  elicit  information  on  what  the  REIT  does  ; 
or  will  do,  and  has  and  will  have.  [ 

Item  8,  “Policy  With  Respect  to  Certain  Ac-  ' 
tivities,”  covers  nine  activities  and  calls  for  a  ' 
separate  description  of  policy  for  each.  How-  ; 
ever,  the  item  is  not  as  formidable  as  might 
first  appear.  For  example,  the  first  five  activ¬ 
ities  are:  issuing  senior  securities;  borrowing 
money;  making  loans  to  other  persons;  invest-  ( 
ing  in  the  securities  of  other  issuers  for  the  : 
purpose  of  exercising  control;  and  underwrit-  j 
ing  securities  of  other  issuers.  A  satisfactory  » 
description  of  policy  for  the  five  activities  i 
would  be  the  following  ( assuming  it  is  appro¬ 
priate  to  the  particular  REIT ) :  The  Trust  it¬ 
self  does  not  intend  to  make  loans  to  other 
persons,  underwrite  securities  of  other  issuers, 
invest  in  the  securities  of  other  issuers  for  the 
purpose  of  control,  or  issue  senior  securities;  it 
w'ill  borrow  funds  to  be  secured  by  mortgages 
on  real  estate  interest  owned  by  it;  and  no  un¬ 
secured  borrowing  is  contemplated.  Similarly 
brief  answers  are  usually  acceptable  as  to  the 
other  four  activities. 

Item  9,  “Investment  Policies  of  Registrant,” 
is  divided  into  four  areas:  real  estate;  real  es¬ 
tate  mortgages;  securities  of  persons  primarily 
engaged  in  real  estate  activities;  and  invest¬ 
ments  in  other  securities.  The  item  only  seeks 
to  find  out  what  the  REIT’s  investment  policy 
is  in  each  of  the  four  areas,  and  does  not  seek 
to  commit  the  REIT  to  one  policy  or  another. 

For  example,  if  the  REIT  has  not  decided 
whether  or  not  to  have  geographic  diversity  in 
its  real  estate  investments,  a  bare  statement 
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that  the  REIT  will  invest  in  real  estate  wher¬ 
ever  located  in  the  United  States  will  suffice. 
If  a  definite  policy  begins  to  take  shape,  it  will 
appear  in  the  portfolio  or,  if  desired,  it  can  be 
)  discussed  in  some  annual  report  to  the  share- 
1  holders.  In  other  words,  an  answer  to  the  item 
(  on  investment  policy  in  any  of  the  four  areas 
!  may  well  be  that  the  REIT  has  no  particular 
f  policy.  Of  course,  usually,  the  trustees  or  pro- 
i  moters  of  a  REIT  have  made  some  decisions 
as  to  a  definite  investment  policy,  and,  if  so, 
such  decisions  can  be  readily  and  simply  de- 

'  scribed. 

i 

Operating  Data 

Items  10  and  11  call  for  a  description  of  the 
I  real  estate  owned  by  the  REIT,  and  the  setting 
'  forth  of  certain  operating  data.  The  informa¬ 
tion  called  for  is  that  which  any  sophisticated 
real  estate  investor  would  wish  to  know.  It  in¬ 
cludes  such  matters  as:  the  nature  of  the  title 
to  the  property  ( fee,  leasehold,  etc. ) ;  the  na- 
j  ture  and  amount  of  all  material  mortgages;  the 
I  occupancy  rate  for  the  last  five  years;  the  aver- 
j  age  rental  rate  per  square  foot  or  unit  for  the 
I  last  five  years;  and  the  realty  tax  rate. 

'  The  only  part  of  these  two  items  which 
■  might  be  difficult  for  the  REIT,  the  trustees, 

or  promoters  to  answer  of  their  own  knowl¬ 
edge  is  Item  10(e),  which  calls  for  a  descrip¬ 
tion  of  the  general  competitive  conditions  to 
which  the  registrant’s  properties  are  or  may 
be  subject.  Item  10(e)  roughly  encompasses 
the  numbers,  sizes,  rental  and  occupancy  rates 
of  competitive  properties.  This  information  is 
usually  available  from  local  real  estate  boards, 
local  chambers  of  commerce,  or  national  real 
estate  accounting  firms.  If,  for  some  reason, 
some  of  the  information  is  unavailable,  this 
problem  can  be  worked  out  with  the  staff  of 
the  SEC,  a  group  which  REITs  will  find  both 
helpful  and  reasonable. 

In  general.  Item  12  calls  for  a  discussion  of 
the  federal  income  tax  treatment  of  the  REIT 
and  distributions  to  REIT  shareholders.  Bas¬ 
ically,  this  entails  putting  sections  856-858  of 
the  Internal  Revenue  Code  into  somewhat  less 
technical  language,  and  discussion  of  the  taxa¬ 
tion  of  cash  flow  distributions. 

Item  13  calls  for  a  description  of  the  shares 


being  registered.  Most  of  Item  13  can  be  an¬ 
swered  in  two  sentences  by  most  REITs.  For 
example:  All  shares  offered  by  this  Prospectus 
will  participate  equally  in  dividends  and  in 
net  assets  on  liquidation.  The  shares  will  be 
fully  paid  and  non-assessable  when  issued  and 
will  have  no  preference,  conversion,  exchange, 
preemptive  or  redemption  rights. 

Shareholder  Voting  Rights 

The  matters  of  the  item  which  call  for  par¬ 
ticular  discussion  are  the  voting  rights  of  the 
shareholders  and  shareholder  liability.  A  full 
statement  must  be  made  as  to  those  questions 
on  which  shareholders  can  vote.  Pending  the 
promulgation  of  the  final  regulations  under 
Sections  856-858  of  the  Internal  Revenue 
Code,  current  SEC  practice  calls  for  a  discus¬ 
sion  of  those  voting  rights,  if  any,  which  will 
be  granted  REIT  shareholders,  if  the  final  reg¬ 
ulations  “permit”  the  granting  of  more  rights 
than  those  “permitted”  under  the  proposed 
regulations.  The  other  matter  required  to  be 
more  fully  discussed  by  Item  13  is  that  of 
shareholder  liability.  As  is  well  known,  some 
states  refuse  to  recognize  a  business  trust  as  a 
valid  organization  of  any  kind,  and  some  treat 
it  as  a  partnership.  The  impact  of  the  law  of 
these  states  on  REIT  shareholders  should  be 
discussed,  as  well  as  the  steps  taken  and  to  be 
taken  by  the  REIT  to  protect  its  shareholders 
from  liability  (e.g.,  discuss  whether  or  not  tort 
insurance  is  or  will  be  carried ) . 

Who  Controls  the  REIT? 

Items  17  and  18  require  the  disclosure  of 
who  controls  the  REIT,  if  anyone;  all  5  per 
cent  shareholders  of  the  REIT,  if  any;  and  the 
amount  of  shareholdings  of  the  trustees  and 
officers  as  a  group. 

Items  19  and  20  ask  who  the  trustees  are, 
and  how  much  they  are  paid  directly  and  in¬ 
directly  (the  latter  would  include,  for  exam¬ 
ple,  retirement  benefits).  Requisite  to  “who 
the  trustees  are”  is  information  as  to  their  prin¬ 
cipal  occupations  for  the  past  five  years,  and 
if  the  trustees  are  not  elected  annually  by  the 
shareholders,  how  they  are  selected,  for  what 
term,  and  how  they  may  resign  or  be  removed 
from  their  position? 
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Item  22  asks  questions  with  respect  to  ar-  information  as  to  the  policy  and  extent  of  in- 

rangements  for  the  management  of  the  REITs  sider  dealings  not  covered  by  Item  22.  In  ad- 

investments,  as  well  as  arrangements  for  ad-  dition,  it  asks  for  information  on  policy  with 

vice  with  respect  to  such  investments.  The  respect  to  trustees  and  certain  others  engaging 

item  not  only  elicits  information  as  to  whether  for  their  own  account  in  business  activities  of 

such  arrangements  have  been  entered  into,  but  the  types  conducted  by  the  registrant.  The 

also  as  to  whether  any  insiders  directly  or  in-  latter  would  include  the  REITs  policy  with 

directly  are  benefiting  from  such  arrange-  respect  to  a  trustee  individually  investing  in 

ments.  The  item  does  not  seek  to  forbid  such  real  estate  or  mortgages,  or  assisting  others  in 

benefits,  merely  that  they  be  disclosed.  This  investing  in  such  property, 

item,  like  the  rest  of  the  form,  reflects  the  fact  Hopefully,  this  article  makes  clear  the  fact 
that  the  Securities  Act  of  1933  is  a  disclosure  that  while  a  registration  statement  cannot  be 
statute  and  not  a  regulatory  statute.  written  without  the  advice  of  competent  coun¬ 

sel,  in  general,  the  information  called  for  by 
Policy  Information  Form  S-11  is  that  which  any  Realtor  would 

Items  23  and  24  relate  to  the  question  of  have  at  his  fingertips.  Perhaps  more  impor-  ' 

whether  the  trustees  and  certain  others  have  tantly,  it  should  be  clear  that  the  form  is  in  j 

had  or  may  have  dealings  with  the  REIT  with  keeping  with  the  Securities  Act  of  1933  in  re-  j 

respect  to  transactions  in  which  they  have  a  quiring  disclosure  of  the  facts,  but  not  seeking  | 

pecuniary  interest.  In  other  words,  it  calls  for  to  regulate  the  conduct  of  business.  j 
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Making  Money  Via 

the  Syndicate  Route 

by  Richard  H.  Swesnik 


Richard  H.  Swasnik, 
Washington,  D.  C., 
is  a  prominent  real  estate 
syndicator  with 
10  years  experience 
in  this  field. 


The  role  of  CPMs  is 
an  ineroasing  one 


Can  CPMs  make  money  via  the  syndicate  route,  other  than  in  man¬ 
aging  the  syndicated  properties?  Of  course,  they  can!  Who  knows 
better  than  a  CPM  what  the  cash  flow  of  a  property  will  be?  Therefore 
property  management’s  role  in  the  successful  acquisition  and  opera¬ 
tion  of  properties  owned  by  syndicates  and  joint  ventures  is  a  con- 
tinuallv  increasing  one. 

In  the  Spring  1960  issue  of  the  Journal  of  Property  Management,  we 
essentially  discussed  techniques  of  syndication.  Since  then,  I  have 
spent  a  good  deal  of  time  orally  answering  questions  from  audiences. 
(3ur  ten  years’  experience  in  syndication  and  management  ( my  part¬ 
ner,  Herbert  Blum,  is  a  CPM)  may  be  useful  to  other  CPMs  in 
answering  questions  about  this  type  of  real  estate  investment. 

I  have  often  been  asked  by  persons  considering  starting  a  syndi¬ 
cate  if  it  is  better  to  get  an  option  on  the  property  or  raise  the  cash 
first.  Traditionally,  we  have  always  signed  an  agreement  of  purchase, 
a  contract  with  a  delayed  settlement  and  as  small  a  deposit  as  pos¬ 
sible,  and  then  gone  out  and  raised  the  money. 


Short-term  funds  Ip  you  AKE  NOT  usiiig  your  dollars  for  anything  other  than  deposits 
from  local  banks  prime  income-producing  property,  you  are  not  really 

speculating.  Thus,  your  local  banks  should  welcome  vour  requests 
for  short-term  funds  to  be  used  as  deposits. 

We  have  found  that  the  average  cost  of  a  Securities  and  Exchange 
Commission  registration  for  a  simple  syndicate  is  about  $12,000.  This 
is  not  only  for  SEC  registration,  but  also  takes  care  of  the  real  estate 
attorney,  the  tax  analyst,  the  writing  of  the  limited  partnership  agree¬ 
ment,  the  preparation  of  the  depreciation  schedules,  and  title  advice. 
Most  of  the  properties  we  syndicate  are  large  ones— $2  to  $3  million 
ventures— and  we  have  an  expense  load  of  about  $15,000.  So  you  can 
see  the  folly  of  organizing  a  smaller  syndicate,  and  the  extent  to 
which  yields  are  depressed  bv  the  adding  on  of  such  fees. 


Management  fees 
from  3-4’/i  per  cent 


OuH  FEE  for  managing  a  building  for  the  syndicate  is  from  3  to  4'A 
per  cent,  depending  on  the  size  of  the  property.  We  trv  to  keep  our 
fees  for  management  competitive  with  the  rate  in  our  area,  although 
our  management  costs  are  somewhat  higher  due  to  multiple  owner- 
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ship.  We  do  not  have  our  own  maintenance  crew.  We  have  con¬ 
sidered  this  a  number  of  times,  but  when  we  get  the  facts  down  on 
paper,  having  our  own  crew  never  works  out  as  economically  for 
the  investor  as  subcontracting  the  maintenance  work. 

In  the  case  of  an  office  building  where  we  charge  a  4  per  cent 
management  fee,  we  allocate  2  per  cent  for  leasing  and  2  per  cent 
for  managing  the  building.  Our  management  functions  are  collect¬ 
ing  the  rents,  buying  the  insurance,  supervising  the  custodial  forces, 
keeping  the  building  in  good  condition  and  tenanted,  and  sending 
monthly  checks  to  the  investors. 


Ocx;asionally  we  have  been  asked  if  we  send  out  “reports”  on  the 
buildings  or  any  “propaganda.”  No— we  have  found  that  it  is  best  to 
send  just  a  cheek  to  the  syndicate’s  limited  partners  each  month. 
After  all,  what  is  more  effective?  We  have  found  also  that  it  is  best 
if  investors  do  not  know  who  the  other  investors  are.  So  we  treat 
the  names  of  the  investors  as  a  confidential  matter.  The  important 
thing  is  that  they  get  safetv,  appreciation,  and  a  reasonable  yield 
on  their  investment. 

In  appraising  properties,  we  often  hire  MAIs  (Members,  Appraisal 
Institute),  but  since  the  largest  investment  in  a  syndicate  is  from 
the  lender  in  the  form  of  a  first  deed  of  trust  loan,  we  have  the  benefit 
of  the  lender’s  technical  thinking  on  the  value  of  properties.  They 
take  a  lot  of  speculation  out  of  syndication.  If  the  lender  is  a  “prime” 
lender,  we  know  the  basic  thinking  that  has  gone  into  the  processing 
of  the  loan. 

Inasmuch  as  we  only  syndicate  buildings  and  never  ground,  by  the 
time  we  decide  to  enter  into  a  contract  for  the  building,  a  lot  of  tech¬ 
nical  thinking  on  the  property’s  valuation  already  has  been  done. 


Partners  receive  only 
a  monthly  check 


\ 


In  handling  new  property,  we  try  to  eliminate  the  gap  between  the 
actual  syndication  and  the  time  the  propertv  commences  to  produce 
income.  If  we  are  buying  propertv  that  is  under  construction  from 
a  builder,  we  raise  the  equity  or  part  of  it  and  loan  it  to  him.  He 
gives  us  a  note  and  pays  the  syndicate  interest  for  the  equity  dollars 
while  the  building  is  still  in  the  course  of  construction.  Upon  settle¬ 
ment,  the  note  is  absorbed  and  we  take  over  ownership  and  start 
depreciation.  That  takes  care  of  the  income  gap. 

All  of  our  management  is  with  properties  we  have  developed  and 
syndicated  ourselves.  We  do  not  manage  properties  on  a  fee  basis. 
That  is  the  job  for  CPMs  who  are  not  in  the  multiple-ownership 
field. 


How  to  eliminate 
the  income  gap 


My  partner  and  I  do  not  make  anv  other  investments  of  any  kind—  invest  only  in 
including  stocks— except  in  properties  we  are  svndicating.  We  do  syndicated  properties 
not  buy  anything  for  our  own  account.  Consequentlv  our  investors 
need  not  fear  our  purchasing  the  “better”  properties  for  ourselves. 

If  we  should  change  any  of  our  SN  iidicate  operations  to  trusts,  we 
will  do  so  only  when  our  investors  have  been  thoroughlv  cainassed 
in  ad\ance  and  have  indicated  their  preference  in  making  an  ex- 


86 


JOURNAL  OF  PROPERTY  MANAGEMENT 


change  of  their  limited  partnership  interests  for  those  in  a  broadly- 
held  trust.  As  soon  as  the  Treasury  regulations  are  final  we  will  ex¬ 
plore  the  possibilities  of  creating  an  investment  trust. 


We  take  ouh  fee  both  in  cash  and  partnership  units.  For  example, 
on  a  recent  purchase  we  assigned  our  contract  to  a  limited  partner¬ 
ship  that  we  formed  with  units  of  $2,700,  of  which  there  were  268 
such  units.  My  partner  and  I  each  received  eight  units  and  sold  one  to 
an  original  limited  partner.  We  offered  the  251  units  to  the  public 
at  $2,700  each.  Our  securities  corporation  charged  a  9  per  cent  com¬ 
mission.  This,  added  to  the  equivalent  cash  value  of  units  of  partici¬ 
pation  we  received,  came  to  about  15  per  cent  of  the  $600,000  equity 
necessary  to  settle  on  the  property.  Our  total  benefits  were  approxi¬ 
mately  $90,000. 

We  find  that  a  figure  of  either  15  per  cent  of  the  equity  or  5  per  cent 
of  the  total  value  of  the  property  is  competitive  in  our  area. 

We  have  our  own  securities  corporation,  but  we  also  use  other 
stock  brokers  to  sell  the  units  of  participation,  especially  in  large 
offerings. 


Fee  in  cash  and 
partnership  units 


The  advantages  of  syndication  are  many— both  for  the  investor  and  Opportunities  are 
the  syndicator,  as  I  discussed  in  my  article  last  spring.  To  me,  syndi-  ' 

cation  represents  the  best  way  for  a  CPM  to  cash  in  on  the  purchases 
of  well  selected  income-producing  properties. 

Why  don’t  you  get  your  feet  wet  and  give  the  investing  public  in 
your  area  a  chance  to  become  a  part  owner  of  America?  What  better 
answer  is  there  to  communism  than  making  private  enterprise  work? 

Let’s  make  everybody  capitalists! 


Statement  Required  by  the  Act  of  August  24,  1912,  as  Amended  by  the  Acts 
of  March  3,  1933,  July  2,  1946  and  June  11,  1960  (74  Stat.  208)  Showing  the  Own¬ 
ership,  Management,  and  Circulation  of 

Journal  of  Property  Management  published  quarterly  at  Chicago,  Illinois  for  October  1,  1961 


1.  The  names  and  addresses  of  the  publisher,  editor, 
managing  editoi,  and  business  managers  are;  Publisher, 
Institute  of  Real  Estate  Management,  36  S.  Wabash  Ave., 
Chicago  3,  Ill.;  Editor,  H.  P.  Holmes,  607  Shelby  St.  at 
Congress,  Detroit,  Mich.;  Managing  editor,  Olive  Dyer, 
36  S.  Wabash  Ave.,  Chicago  3,  Ili.;  Business-manager,  Olive 
Dyer,  36  S.  Wabash  Ave.,  Chicago  3,  Ill. 

2.  The  owner  is:  (If  owned  by  a  corporation,  its  name  and 
address  must  be  stated  and  also  immediately  thereunder 
the  names  and  addresses  of  stockholders  owning  or  holding 
1  percent  or  more  of  total  amount  of  stock.  If  not  owned  by 
a  corporation,  the  names  and  addresses  of  the  individual 
owners  must  be  given.  If  owned  by  a  partnership  or  other 
unincorporated  firm,  its  name  and  address,  as  well  as  that 
of  each  individual  member,  must  be  given. ) 

Institute  of  Real  Estate  Management  of  the  National  As¬ 
sociation  of  Real  Estate  Boards  (non-profit  organization), 
36  S.  Wabash  Ave.,  Chicago  3,  III. 

3.  The  known  bondholders,  mortgagees,  and  other  secu¬ 


rity  holders  owning  or  holding  1  percent  or  more  of  total 
amount  of  bonds,  mortgages,  or  other  securities  are:  (If  there 
are  none,  so  state. )  None. 

4.  Paragraphs  2  and  3  include,  in  cases  where  the  stock¬ 
holder  or  security  holder  appears  upon  the  books  of  the 
company  as  trustees  or  in  any  other  fiduciary  relation,  the 
name  of  the  person  or  corjKiration  for  whom  such  trustee 
is  acting;  also  the  statements  in  the  two  paragraphs  show 
the  affiant’s  full  knowledge  and  belief  as  to  the  circum¬ 
stances  and  conditions  under  which  stockholders  and  security 
holders  who  do  not  appear  upon  the  books  of  the  company 
as  trustees,  hold  stock  and  securities  in  a  capacity  other 
than  that  of  a  bona  fide  owner. 

5.  The  average  number  of  copies  of  each  issue  of  this 
publication  sold  or  distributed,  through  the  mails  or  other¬ 
wise,  to  paid  subscribers  during  the  12  months  preceding 
the  date  shown  above  was:  (This  information  is  required  by 
the  act  of  June  11,  1960  to  be  included  in  all  statements 
regardless  of  frequency  of  issue. )  3200. 

OLIVE  DYER,  Business  Manager 


Sworn  to  and  subscribed  before  me  this  eighteenth  day  of  September,  1961 

JANICE  B.  BABB 
(My  commission  expires  October,  1964) 
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Turning  This... 


...Into  This!  I 


by 

M.  A.  Conlon, 


Located  on  a  beautiful  tropical  island,  the  Key  Biscayne  Shopping 
Center  presents  a  unique  opportunity  for  a  before  and  after  study. 

In  addition  to  the  toll  causeway  connecting  the  island  to  the  main¬ 
land,  the  Key  Biscayne  Shopping  Center  is  further  separated  from 
other  commercial  competition  by  a  large  county  park  situated  at  the 
north  end  of  the  island.  Its  year-round  population  is  approximately 
3,000,  supplemented  in  the  winter  season  by  hundreds  of  tourists. 
The  purchasing  power  comes  from  the  residents,  tourists,  year-round 
visitors  to  the  beaches  and  county  park,  and  the  folks  who  journey 
from  the  mainland  to  enjoy  dining  at  Key  Biscayne’s  many  excellent 
restaurants. 

Management  of  this  property  was  secured  about  two  years  ago. 
The  shopping  center  was  located  at  the  south  roadway  entrance  to 
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Planning  Makes  Perfect 


Shopping  Center  Expansion— 


r 

the  home  sites  in  competition  with  another 
group  of  stores  located  at  the  north  entrance. 
Initial  studies  indicated  a  need  for  a  limited 
expansion  of  sales  and  services  on  the  island. 
Because  of  the  fixed  population  at  that  time, 
and  the  chances  of  growth  several  years  away, 
it  was  determined  that  too  great  expansion 
could  only  result  in  watering  down  sales  per 
square  foot  of  the  merchants  then  in  business. 

Our  center  was  the  older  group  of  stores 
with  long  established  merchants,  and  fortu¬ 
nately  it  included  a  sizeable  area  of  unim¬ 
proved  land.  There  was  room  for  much  im¬ 
provement,  both  in  appearance  and  utility. 
Additional  types  of  sales  and  services  were 
needed,  and  several  of  the  merchants  needed 
larger  quarters.  It  was  clearly  indicated  that 
the  area  could  not  support  two  modern,  com¬ 
plete  shopping  centers.  Only  one  was  needed 
to  properly  service  the  community.  There  was 
a  danger  that  the  owners  of  the  northern  area 
might  anticipate  this  and  act  quickly. 

Many  Studies  Conducted 

This  premise  resulted  from  a  preliminary 
survey  which  included  an  inspection  of  the 
area,  discussion  with  merchants  and  residents 
of  the  island,  and  a  review  of  vital  statistics. 
To  enlarge  on  our  premise,  we  made  further 
studies  of  the  population’s  income  and  buying 
power;  estimated  growth  of  the  island  by  the 
addition  of  new  homes  planned  for  a  new  city 
under  development;  current  income  from  the 
sales  volume  of  the  center  ( available  through 
percentage  lease  reports);  potential  income 
and  sales  volume  after  improvements  and  ad¬ 
ditions;  cost  of  improvements  and  additions 
combined  with  original  cost  to  the  owners, 
and  anticipated  rents  as  compared  to  the  total 
investment.  Always  kept  in  mind  was  protec¬ 
tion  of  the  investment  from  damaging  compe- 


M.  A.  Conlon,  CPM,  is  manager  of  the 
Store  Property  Department  of  the  Keyes 
Management  Company,  Miami,  Fla. 
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tition  that  could  be  created  elsewhere  on  the 
island.  Our  arithmetic  being  on  the  plus  side, 
we  proceeded  to  the  next  step. 

An  architect  was  employed  to  prcxluce 
renderings  which  tied  the  existing  center  into 
an  improved  and  enlarged  center  with  en¬ 
hanced  appearance,  paved  parking,  adequate 
lighting,  and  controlled  trafific.  A  cost  study 
of  these  various  schemes  (see  sketches)  was 
made  and  the  architect  and  our  firm  decided 
that  Scheme  A  was  best  suited  from  a  point 
of  view  of  combining  design,  use,  and  cost.  We 
were  soon  to  be  educated. 

Chess  Problem  Develops 

We  took  Scheme  A  to  our  merchants  to  sell 
our  viewpoint,  but  brought  along  the  other 
schemes,  just  in  case.  We  discussed  their  needs 
in  relation  to  our  schemes  and  came  back  from 
our  first  interviews  with  a  chess  problem.  Not 
only  were  space  requirements  involved,  but 
there  were  issues  as  to  who  would  be  located 
where  in  the  center.  The  arcade  in  Scheme  A 
could  not  be  sold  to  a  single  merchant— they 
all  wanted  to  be  out  front.  The  food  market 
would  have  no  part  of  being  located  in  the 
rear  “L”  of  Scheme  C;  economic  studies  elimi¬ 
nated  the  need  at  that  time  for  a  junior  depart¬ 
ment  store  provided  for  in  Scheme  B;  there 
was  no  interest  in  the  storage  shed  idea  in 
Scheme  A;  even  the  elimination  of  a  Sea  Grape 
Tree  to  permit  Scheme  B  was  fought  by  the 
local  garden  club.  There  was  one  common 
agreement:  The  merchants  and  local  popula¬ 
tion  were  for  the  new  appearance  and  parking 
improvements  provided  in  all  schemes. 

Each  merchant  was  privately  interviewed 
with  his  future  in  the  center  discussed  as  to 
size  of  store  required,  location  in  the  center 
that  could  be  provided,  ability  to  increase 
sales  volume  to  warrant  his  expansion,  and 
some  lease  terms  to  meet  a  share  in  these  costs. 
Many  merchants  decided  to  remain,  “as  is.” 
With  the  facts  all  in,  we  were  able  to  solve 
our  chess  problem  with  Scheme  D.  An  area 
for  future  expansion  was  set  aside,  and  it  was 
decided  to  place  our  largest  tenant,  the  food 
market,  in  a  separate  building  set  on  the  rear 


of  the  site,  facing  the  main  street  to  gain  the 
greatest  amount  of  parking  space  for  the  cen¬ 
ter  as  a  whole. 

Leases  were  finalized  with  minimum  rents 
set  to  provide  for  safety  of  the  increased  in¬ 
vestment.  Tenant  spaces  were  limited  to  areas 
which  we  believed  were  adequate  for  present 
growth  and  needs  without  creating  white  ele¬ 
phants. 

New  Tenants  Move  In 

Commencement  dates  were  set  for  tenant 
moves,  with  the  food  market  to  go  first  to¬ 
gether  with  the  bakery  into  the  new  building. 
This  was  the  key  move  and  allowed  for  alter¬ 
ing  and  fitting  their  old  space  for  an  enlarged 
drug  store,  appliance  shop,  and  so  on  down 
the  line,  each  newly-located  tenant  bumping 
the  next.  We  had  also  anticipated  the  old  and 
new  vacancy  and  a  number  of  these  spaces 
were  leased  before  the  construction  program 
was  completed.  It  was  not  too  long  therafter 
that  we  were  100  per  cent  rented  with  the  new 
tenants  offering  sales  and  services  originally 
calculated  as  necessary  for  the  community’s 
needs. 

We  lived  happily  thereafter.  Actually,  this 
is  only  95  per  cent  true.  Our  building  and  mov¬ 
ing  program  was  nearly  on  time,  but  we  did 
miss  our  Christmas  opening  deadline.  Because 
of  local  conditions,  including  a  high  water 
table,  we  ran  into  foundation  problems  that 
caused  delay,  and  sewage  disposal  problems 
that  increased  costs.  But  where  would  prop¬ 
erty  management  be  if  there  were  no  problems 
to  solve? 

Our  early  experiences  have  proven  esti¬ 
mates  of  income  and  costs  within  close  limita¬ 
tions.  The  attractiveness  of  our  center  has 
created  new  business  and  publicity.  Several 
of  our  merchants  have  been  able  to  reach  out 
to  the  mainland  for  additional  customers,  add¬ 
ing  to  their  local  trade. 

Our  owners  now  have  a  substantial,  modern, 
valuable  investment.  We  have  gained  in  ex¬ 
perience,  and  in  the  satisfaction  of  creating  a 
better  property  through  professional  manage¬ 
ment. 
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Reaching  the 

Out-of-Town  Owner 


h 

Warren  A.  Reeder, 

CPM 


Worren  A.  Reeder,  CPM,  Ham¬ 
mond,  Ind.,  marks  his  25th  an¬ 
niversary  in  real  estate  this  year. 
A  vice-president  of  the  Indiana 
Real  Estate  Association  and  the 
state's  1960  Realtor  of  the  Year, 
he  is  a  real  estate  instructor  at 
Indiana  and  Purdue  universities. 


A  FEW  YEAHS  AGO  I  was  ill  the  office  of  the  city  treasurer  of  Harvey, 
Illinois,  waiting  for  a  receipt  to  be  prepared.  An  elderly  woman  came 
into  the  office.  With  much  fumbling,  she  found  a  legal  description 
and  submitted  it  to  the  clerk  so  she  could  pay  her  taxes.  I  overheard 
the  conversation,  which  revealed  that  a  lot  had  been  purchased  in 
the  boom  speculation  of  the  Chicago  Columbian  Exposition  in  1893 
by  the  woman’s  husband.  He  was  now  too  feeble  to  go  out,  but  they 
were  still  paying  taxes  on  the  lot  over  a  half  century  later! 

This  started  me  thinking  about  out-of-town  owners  (which  these 
people  were )  and  the  opportunities  for  managing  their  properties. 

If  his  land  is  vacant,  the  out-of-town  property  owner  receives  a  tax 
bill  once  a  year.  He  hesitates  for  a  moment,  but  since  the  amount 
usually  is  not  too  great  he  goes  ahead  and  mails  a  check  for  the  taxes. 
He  tells  himself  that  he’ll  have  to  check  into  the  property  one  of  these 
days.  The  following  year  the  same  thing  happens. 

If  the  property  is  rented,  the  owner  receives  his  monthly  check  from 
the  tenant,  and  wonders  how  things  are  going  ( if  he  knew,  he  would 
probably  be  shocked).  Is  the  tenant  fixing  things  properly?  How 
would  the  tenant  react  in  a  case  of  emergency,  such  as  a  fire  or  a 
major  plumbing  repair  job?  To  try  to  find  out,  the  owner  can  write  or 
telephone  the  tenant,  but  generally  never  gets  the  answers  he  seeks. 

Ultimately,  every  property  is  sold.  The  owner  wonders  how  to  pick 
a  broker,  how  to  arrange  financing,  and  the  like. 

This  is  where  you  come  in.  Find  out  where  these  out-of-town  owners 
are,  and  write  to  them  offering  your  services. 

Where  do  you  get  a  list  of  out-of-town  property  owners?  The  treas¬ 
urer’s  office,  which  sends  out  tax  bills  each  year,  is  the  best  place. 

Most  management  offices  also  handle  brokerage,  so  if  the  out-of- 
town  owner  doesn’t  need  the  services  of  a  CPM,  the  brokerage  depart¬ 
ment  may  obtain  a  listing  if  the  owner  wants  to  sell. 

In  your  letter,  mention  your  services,  your  background,  and  infor¬ 
mation  about  the  Institute  of  Real  Estate  Management.  Enclose  a 
postage-paid  card. 

It  is  wise  to  number  each  name  on  the  return  postcard.  It  will  sur¬ 
prise  you  how  many  cards  will  be  returned  without  a  signature,  even 
though  all  other  information  is  given. 

We  receive  replies  from  20  per  cent  of  our  letters.  In  some  cases  we 
get  postcards  back  after  six  years.  Generally  these  are  from  a  relative 
or  attorney  of  a  deceased  owner. 

Out-of-town  owners  need  your  help.  And  they  can  provide  a  big 
boost  for  your  management  business. 
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Turning  the  worn-out  problem  property  at  the  left  into  the  attractive  Community  Building,  right, 
provided  much-needed  downtown  office  space  in  Brockton,  Moss.,  and  was 
o  highly  profitable  venture  for  the  author's  firm. 


Rehabilitating  a  Problem  Property 


by 

Arnold  B.  Tojms, 

CPM 


In  early  APRIL,  1959,  a  Realtor  friend  suggested  that  we  take  a  look 
at  a  “problem  property”  just  off  Main  Street  in  Brockton,  Mass.  An 
obsolete  telephone  exchange  and  central  office,  vacant  since  1957 
when  a  new  building  was  constructed  and  modern  dial  system  in¬ 
stalled  in  Brockton,  this  structure  of  three  levels  (6300  square  feet) 
had  been  subjected  to  a  thorough  salvage  job  with  acetylene  torches 
to  yield  its  valuable  copper  and  lead  cables. 

We  walked  around  this  brick  and  frame  building,  fronting  two 
streets  and  sandwiched  between  the  home  offices  of  the  two  commer¬ 
cial  banks  of  the  area,  less  than  300  feet  from  the  main  shopping 
area  and  bus  transfer  stops.  A  casual  view  showed  the  structure  in 
derelict  condition,  badly  in  need  of  repair  and  modernization— worn 
mortar,  1920  vintage  wiring,  pipe  coil  hot  water  gravity  heat.  Yet 
it  exuded  a  feeling  of  substantiality.  Through  our  mind  ran  a  feeling 
of  possible  rehabilitation,  with  a  surety  factor  of  value  in  bare  land, 
if  necessity  dictated  demolition. 

Conversation  vielded  several  significant  points: 

1.  It  had  been  on  the  market  for  two  years  with  an  asking  price  of 
$35,000,  reduced  to  $25,000  and  no  takers. 


I 

I 
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2.  Tax  assessment  remained  excessive  at  $130,- 
000  ($19,800  land;  $110,200  building)  with 
telephone  company  policy  dictating  no  re¬ 
quest  for  reappraisal  (tax  bill  about  $10,000 
per  year. ) 

3.  This  building— empty— was  contributing  neg- 

/  atively  to  a  “struggling”  downtown  mer- 

I  chants’  battle  for  a  share  of  the  retail  dollar 

I  in  a  rapidly  growing  community. 

I  4.  A  night  club  was  beginning  to  regard  the 

(property  as  a  possible  new  home. 

The  land  value  that  the  assessors  had  placed 
i  seemed  reasonable;  we  agreed  that  “as  is”  the 
I  building  had  little  or  no  value.  Our  company’s 
I  experience  had  shown  that  Brockton’s  asses- 
I  sors  and  official  attitude  was  constructive  and 
i  helpful  to  anyone  interested  in  fostering  re¬ 
habilitation  in  the  city. 

We  further  believed  that  we  could  demolish 
the  building,  if  need  be,  for  less  than  $5,000, 
making  a  potential  profit  on  land  the  ultimate 
I  end  of  a  venture.  With  tongue  in  cheek,  a  firm 
I  offer  of  $10,000  was  made.  The  next  morning 
I  we  owned  the  building.  After  a  first  reaction 
of  “how  did  I  get  into  this,”  we  went  to  work. 

Need  for  Office  Space 

By  the  time  papers  were  passed  30  days 
later,  we  had  completed  a  neighborhood  anal¬ 
ysis  and  found  a  need  for  modern  office  space 
in  downtown  Brockton.  Further,  the  basic 


building  was  sound.  It  looked  worse  than  it 
was.  Investigation  revealed  that  all  office 
buildings  were  being  run  on  a  tenant-mainte¬ 
nance  basis,  a  source  of  annoyance  and  trouble 
to  the  branch  offices  of  the  many  large  compa¬ 
nies  servicing  the  area.  The  location  seemed 
perfect  for  any  firm  requiring  banking  services 
and  good  transportation.  A  private  parking  lot 
was  being  created  across  the  street;  public 
parking  was  in  the  block;  and  our  neighbors, 
the  banks,  maintained  small  “short-stop”  lots. 
In  addition,  our  company  wanted  a  modern 
downtown  office. 

The  next  step  was  a  careful  evaluation  and 
analysis  of  the  work  required  for  rehabilita¬ 
tion.  Experience  previously  had  shown  that 
structural  changes  require  large  expenditures 
and  show  small  return  in  increased  rent  poten¬ 
tial.  So  we  planned  with  an  eye  towards  func¬ 
tional  utility,  with  no  changes  in  stairwells, 
carrying  walls,  or  entrance  locations,  yet  each 
would  be  dressed  up.  A  budget  was  drawn  and 
equated  with  existing  rentals  downtown.  This 
revealed  that  with  a  realistic  tax  assessment, 
the  project  could  be  justified  as  a  “reasoned 
speculation.” 

The  next  step  was  obvious— a  visit  to  the 
assessor’s  office.  We  opened  our  plans,  pre¬ 
sented  our  budget,  and  explained  our  aim— to 
create  a  living  asset  from  this  abandoned 
property.  We  estimated  from  50  to  100  new 


The  conference  room  in  a 
lower  level  suite  in  the  Com¬ 
munity  Building,  Brockton, 
Moss.,  a  former  eyesore  that 
was  rehabilitated  into  a  mod¬ 
ern  office  building. 
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downtown  jobs  would  be  created.  We  asked 
for  no  reduction  in  land  value  assessed,  and 
for  equitable  consideration  of  the  new  money 
to  be  invested.  The  proposed  expenditures 
were  presented  in  detail;  cooperation  was 
promised. 

Dressing  It  Up 

In  July,  1959,  the  first  workmen  were  on  the 
job.  All  exterior  brick  walls  were  painted 
white,  and  new  aluminum  entrances  replaced 
heavy  metal  doors.  We  decided  that  a  prema¬ 
ture  view  by  prospective  tenants  would  do 
more  to  dissuade  occupancy  than  no  view  at 
all.  It  was  hard  enough  for  us  to  see  the  end 
result.  Phase  I  consisted  of  removing  all  non- 
carrying  partitions  on  the  first  and  second 
floor,  and  removal  of  the  entire  heating  and 
electric  systems.  This  took  only  a  short  while. 
Then  it  was  time  to  redress  the  shell. 

A  basic  decision  made  earlier  served  as  the 
guide:  (1)  all  future  office  areas  would  be 
unitized  utility-wise  but  not  partitioned  off; 
and  ( 2 )  for  very  little  additional  investment, 
we  could  have  air  conditioning  installed. 

Interior  walls  were  scraped  and  prefinished 
mahogany  paneling  applied.  Plywood  under¬ 
lay  and  cork-pattem  asphalt  tile  created  a 
warm  walking  surface  and  covered  the  cable 
access  holes.  Ceiling  panels  laid  on  a  sus¬ 
pended  tee  grid  dropped  ceilings  to  a  standard 
height  and  hid  scars  of  former  equipment. 
Toilets  were  tiled  and  some  fixtures  replaced. 

Flush  mounted  fluorescent  lights  clipped  to 
the  ceiling  grid  provided  70  foot  candle  illu¬ 
mination  and  completed  the  package.  Sud¬ 
denly,  we  had  a  new  modern  look. 

Meanwhile,  utilizing  one  of  the  existing 
boilers,  a  new  dual  fuel,  forced  hot  water  re¬ 
verse  return  heating  system  took  shape.  A 
small  gas  steam  boiler  and  a  25-ton  Arkla  steam 
absorption  chiller  would  pump  45  degree 
water  through  the  same  system  during  the 
summer  for  cooling.  Installation  of  about  40 
individually  controlled  thermostat  constant 
air  flow  units  completed  the  system. 

Steam  absorption  chilling  and  dual  fuel 
heating  were  chosen  for  two  reasons:  ( 1 )  they 
offered  the  economy  of  low  priced  natural  gas 
for  up  to  eight  months  per  year;  and  (2)  no 


Arnold  B.  Tofios  ii  troosurer  of  Julius 
Tofios  &  Company,  Inc.,  Brockton,  Moss., 
spodolizing  in  dovelopmont  and  mon- 
ogomont  of  commorciol  and  industrial 
properties. 

Other  building  in  the  immediate  area  was  j 
using  this  type  system,  and  it  would  be  a  good  / 
sales  tool.  1 

Something  New  for  Tenants  I 

Early  October  found  us  well  along  and  anx¬ 
ious  to  start  merchandising.  The  rental  agent 
could  not  believe  what  he  saw.  This  enthusi-  [ 
asm,  guided  by  the  early  analysis  of  office  \ 
space  needs,  reflected  itself  in  immediate  re-  ' 
sponse  from  those  concerns  invited  to  move 
in.  We  offered  a  complete  rental  package—  ( 
electricity,  maintenance,  and  daily  porter  I 
service— for  the  first  time  in  Brockton.  | 

Sub-partitioning  was  planned  and  tailored  I 
to  suit  each  occupant’s  needs.  The  first  tenant  1 
moved  on  Jan.  1,  and  by  May  the  building  was  | 
fully  occupied— at  least  we  thought  so  at  the  | 
time.  The  last  suite  was  sought  by  two  com-  ^ 
panics,  and  the  day  after  one  made  a  commit¬ 
ment,  the  other  did  also.  We  offered  our  office 
as  a  substiti’te  and  found  ourselves  looking  for 
new  quarters. 

We  did  not  do  anything  to  the  lower  level 
as  it  contained  many  sunken  cable  vaults  and 
brick  partitions.  A  new  study  revealed  the 
walls  as  non-carrying  and  excellent  fill  to  bring 
the  vaults  to  floor  level. 

Similar  floor,  ceiling,  and  wall  treatment 
yielded  “new”  space  and  a  fine  new  home  for 
us. 

Our  success  has  given  others  the  impetus 
to  carry  out  similar  modernization  projects. 
Today  over  100  people  are  happily  occupying 
what  was  formerly  considered  a  worn-out 
property. 

While  the  building  is  small,  it  has  shown 
us  that  a  modest  investment  can  create  an 
active  asset  and  a  good  profit  potential.  Why 
not  take  a  new  look  at  the  “problem  propertv” 
around  the  corner  from  vou? 
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As  I  BEGAN  assembling  my  thoughts  on  what  to 
discuss  under  the  broad  subject  of  commercial 
lending,  I  felt  like  the  man  who  inherited  a 
harem— he  knew  what  was  expected  of  him  but 
J  he  just  didn’t  know  where  to  begin! 

,  I  finally  decided  to  begin  on  the  importance 

of  salesmanship  in  dealing  with  “money  lend- 
’  ers.”  They  are  the  ultimate  in  “hard  to  see” 

customers,  and  will  challenge  your  best  sales- 
I  manship.  No  prospect  you’ll  ever  face  has  a 

I  more  suspicious  and  inquiring  mind  than  the 

I  How  to  LiOndcrS  typical  lender  in  this  field.  They  all  appear  to 

have  natural  “buyer  resistance.” 


COMMERCIAL  LENDING 


by  William  C.  Lutz, 

CPM,  MAI 


Yet,  you  have  only  to  look  at  the  constantly 
growing  mortgage  loan  portfolios  of  the  vari¬ 
ous  lending  institutions  to  realize  that  we  are 
not  really  hard  to  get  along  with,  once  you 
get  to  know  us.  Perhaps  I  can  help  smooth  the 
path  to  understanding,  if  not  sympathy. 


I 


William  C.  Lutz,  rogional  mortgage  loan 
officer  of  the  New  York  Life  Insurance 
Company  with  headquarters  in  Chicago, 
is  a  member  of  the  Institute  of  Real  Es¬ 
tate  Management  and  the  American  In¬ 
stitute  of  Real  Estate  Appraisers.  This 
article  is  based  on  a  speech  he  made 
before  the  Sioux  City,  la.,  chapter  of 
the  Mortgage  Bankers  Association. 


Get  All  the  Information 

No  good  salesman  attempts  to  sell  a  prospect 
without  first  getting  as  much  information  as  he 
can  about  the  product  to  be  sold.  Yet,  for  some 
strange  reason,  borrowers  and  brokers  seem 
motivated  in  exactly  the  opposite  direction 
when  trying  to  “sell”  a  loan  application.  They 
almost  seem  to  consider  it  a  challenge  to  see 
how  little  information  they  can  present  for 
consideration.  We  must  have  enough  informa¬ 
tion  on  which  to  base  a  decision.  I  can  assure 
you  that  it’s  difiBcult  enough  to  get  a  “yes” 
when  all  the  facts  are  presented.  The  “no’s” 
are  far  more  frequent,  and  the  speed  with 
which  they  are  dispatched  is  directly  related 
to  the  lack  of  information  presented. 

Certain  basic  information  is  fundamental  to 
the  consideration  of  any  application.  Take,  for 
example,  the  address  of  the  property.  I  have 
had  brokers  come  in  to  discuss  potential  loans 
with  me  without  even  knowing  where  the 
property  is  located.  This  is  exasperating,  but 
no  more  so  than  when  they  do  not  know  the 
names  of  the  owners  or  tenants,  the  operating 
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experience,  and  so  forth.  Perhaps  this  formula 
of  “W’s”  will  help  register  these  points  in  your 
mind:  jYe, 

Will  Consider  j 

Where,  What,  Who,  When,  Why  =  I  Maybe 

Will  Decline 

Let  US  briefly  review  each  question  in  the 
formula: 

WHERE— Where  is  the  property  located— plot 
plan  or  survey,  together  with  a  strip 
map  of  neighborhood  improvements 
help  define  the  area. 

^VHAT—  What  type  of  improvements  are 
involved?  It  helps  to  have  photos.  If 
existing  property,  what  has  been  its 
operating  experience?  Have  the  oper¬ 
ating  figures  for  several  years.  If  pro¬ 
posed  improvements  are  involved, 
what’s  to  be  built?  This  is  more  effec- 
•tively  illustrated  with  the  plans  and 
specifications  than  with  an  oral  de¬ 
scription.  What  loan  is  being  sought 
and  on  what  terms?  What  is  the  source 
of  equity  above  the  first  mortgage? 
WHO—  Who  are  the  owners— their  full  names 
and  addresses?  Have  credit  reports 
and  financial  statements  if  you  are 
going  to  try  to  sell  the  lender  on  the 
strength  of  personal  endorsement. 
What  are  the  terms  of  the  leases,  such 
as  the  annual  rent,  expiration,  renewal 
and  cancelation  options,  escalator  pro¬ 
visions,  and  the  like? 

WHEN—  When  is  the  property  to  be  purchased, 
or  completed,  if  proposed  construc¬ 
tion?  When  will  the  mortgage  funds 
be  needed? 

WHY—  Why  should  the  lender  make  this  loan? 

You  should  have  some  reasons,  or  you 
really  haven’t  anything  to  sell. 

In  the  summation  of  this  formula,  the  lender 
has  two  courses  to  follow:  (1)  consider  the 
application,  or  (2)  decline  it. 

If  he  decides  to  consider  it,  a  formal  ap¬ 
praisal  will  be  required,  plus  other  informa¬ 
tion.  This  will  result  in  one  of  three  answers— 
yes,  no,  maybe.  The  “yes”  and  “no”  are  clear. 
The  “maybe”  applies  to  the  counter  proposal 
occasionally  offered  by  a  committee. 

If  he  declines  it,  try  to  keep  control  of  your¬ 
self.  Don’t  be  like  one  broker  who  was  so 


shocked  when  told  that  his  case  was  declined 
that  he  dropped  his  glasses  to  the  floor.  He 
knelt  to  pick  them  up  and  was  holding  them 
close  to  his  eyes  to  examine  them  when  the 
lender  looked  up  from  his  desk  and  mistook 
the  broker’s  position  to  be  one  of  praying.  He 
said,  “A-ha,  Jones,  going  over  my  head,  eh?” 

The  story  highlights  another  important  les¬ 
son  of  good  salesmanship— be  sensitive  to  the 
chain  of  command  in  lending  institutions. 
Weigh  carefully  whether  it  is  worth  alienating 
a  lender’s  “affection”  by  going  over  his  head. 

Apartment  Buildings 

So  much  for  the  basic  fundamentals  of  pres¬ 
entation.  Let  us  now  review  some  specific 
types  of  property.  I  am  going  to  give  you  some 
rules  of  thumb  by  which  you  can  measure  the 
feasibility  of  loan  applications. 

Apartments  are  a  good  place  to  start.  We 
will  assume  that  you  have  already  developed 
all  of  the  answers  to  our  “W”  formula.  Now, 
how  do  you  proceed?  Well,  we  know  the 
lender  is  going  to  be  interested  in  the  layout 
and  composition  of  the  apartments,  so  study 
these  to  be  sure  you  know  the  good  features 
in  the  layout  and  whether  the  room  sizes,  ap¬ 
pointments,  and  the  like,  are  superior  to  com¬ 
petition. 

Be  prepared  to  show  where  the  schools, 
transportation  and  any  cultural  amenities  are 
located.  Don’t  present  the  typical  broker’s  in¬ 
come  and  expense  estimate.  This  is  the  one 
that  always  estimates  the  highest  rents  avail¬ 
able.  It  would  have  you  believe  the  building 
will  be  100  per  cent  occupied  into  perpetuity, 
and  implies  that  the  tax  assessor  is  a  friend  of 
the  owner,  and  naturally  makes  no  provision 
for  reserves  for  replacements  and  decorating. 
Few  brokers  seem  to  realize  that  you  insult  the 
intelligence  of  a  qualified  lender  with  such  a 
presentation. 

Checking  Your  Figures 

Here  are  some  benchmarks  that  will  act  as 
a  guide  to  checking  your  figures:  A  reasonable 
vacancy  allowance  of  from  5  to  7  per  cent 
should  be  made.  The  taxes  and  expenses,  as  a 
combined  figure,  generally  represent  40  to  50 
per  cent  of  the  gross  rent  roll.  Develop  gross 
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rent  multipliers  in  your  own  community— they 
are  a  reasonable  indicator  of  value.  The  gross 
rent  multiple  is  simply  an  index  by  which  you 
can  multiply  the  gross  income  of  the  apart¬ 
ments  and  arrive  at  a  product  which  will  give 
a  fair  indication  of  the  property’s  value.  In 
apartments  of  good  quality,  this  multiplier  will 
range  anywhere  from  6.5  to  8.  You  can  develop 
it  from  known  sales  in  your  own  community 
simply  by  dividing  the  gross  annual  rent  of  the 
property  into  the  selling  price. 

For  example,  if  we  found  a  sale  at  $420,000 
and  learned  that  the  annual  rent  roll  was  $60,- 
000,  we  would  have  a  gross  rent  multiplier  of 
7.  By  developing  this  information  from  sev¬ 
eral  sales,  you  will  have  a  range  for  your  par¬ 
ticular  community. 

It  is  necessarv,  of  course,  to  have  some  idea 
of  the  value  of  the  property  in  order  to  know 
whether  the  loan  being  sought  by  the  bor¬ 
rower  is  realistic  in  relation  to  the  value.  Most 
institutional  lenders  limit  their  loans  to  2/3  of 
the  value.  Some,  however,  go  considerably 
higher. 

Depending  on  rent  levels,  another  indicator 
of  probable  loan  is  to  multiply  the  average 
monthly  room  rent  by  50  to  55.  This  will  usu¬ 
ally  bracket  the  loan  per  room.  Multiplying  by 
the  number  of  rooms  will  indicate  a  range  for 
the  total  loan. 

In  apartment  offerings  you  do  not  have  to 
have  signed  leases,  but  in  a  proposed  build¬ 
ing,  the  lender  may  incorporate  a  leasing  pro¬ 
vision  in  his  commitment.  Such  provisions 
might  require  leases  sufficient  to  cover  operat¬ 
ing  expenses,  taxes,  and  mortgage  payments 
before  the  lender  will  agree  to  pay  out  the  full 
loan. 

Small  Office  Building 

Next,  let  us  consider  modem  small  office 
huildings,  which  are  constantly  being  devel¬ 
oped  in  most  cities.  It  is  best  in  these  cases  to 
have  a  tenant  of  strong  financial  character  oc¬ 
cupying  approximately  20  per  cent  or  more  of 
the  total  rentable  area.  Lenders  tend  to  look 
for  the  prime  income  from  such  buildings  to 
practically  cover  taxes,  expenses,  and  interest 
on  the  mortgage,  as  they  do  in  the  case  of 
shopping  centers. 


The  rent  range  in  these  small  buildings  is 
anywhere  from  $3  to  $5  per  square  foot,  de¬ 
pending  on  whether  air  conditioning  is  fur¬ 
nished,  and  whether  it  is  special  purpose  office 
space— such  as  a  medical  office  building.  The 
gross  rent  multipliers  are  in  a  range  similar 
to  apartment  buildings— 6.5  to  8  times  the 
gross  annual  income.  The  loan  term  will  be 
influenced  by  the  leases  in  the  building.  The 
longer  the  leases,  the  longer  the  mortgage. 

Lenders  generally  expect  these  outlying 
small  office  buildings  to  provide  for  on-site 
parking  for  customers  and  tenants.  One  car 
space  for  every  400  square  feet  of  rentable 
office  space  is  a  good  base  ratio.  If  your  offer¬ 
ing  has  adequate  parking,  you  have  a  strong 
point  for  discussion. 

If  the  property  is  outlying,  be  sure  to  com¬ 
pare  the  advantages  of  the  rent  rate  and  on¬ 
site  parking  facilities  to  downtown  office 
rents— congestion  and  no  parking. 

Supermarkets 

Supermarkets  are  another  popular  source  of 
commercial  loans.  Here  the  financial  stability 
of  the  tenant  plays  a  big  part.  If  the  tenant 
is  not  one  of  the  established  regional  or  na¬ 
tional  chains,  balance  sheets,  and  income  and 
operating  statements  should  be  provided  for 
the  lender.  You  can  also  expect  the  lender  to 
insist  on  the  borrower’s  personal  endorsement. 

On-site  parking  is,  of  course,  vital  to  this 
class  of  improvement,  and  lenders  look  for 
ratios  of  at  least  3  to  1  ( that  is,  square  feet  of 
parking  area  to  gross  store  area).  In  solidly 
built-up,  older  areas,  where  walk-in  trade 
plays  a  big  part,  it  is  possible  to  get  by  with 
less  parking. 

New  supermarkets  are  currently  running 
from  15,000  to  20,000  square  feet.  The  rent 
range  is  from  $1.50  to  $2.50  per  square  foot 
per  annum  (spread  caused  by  high  cost  of 
land ) . 

Lease  terms  generally  are  for  10  years.  Some 
go  as  far  as  15  years,  with  rare  instances  of 
20  years.  Most  institutional  lenders  will  con 
sider  such  loans  for  terms  from  3  to  5  years 
beyond  the  basic  lease  term.  On  a  15-year 
lease,  for  example,  it  is  possible  to  get  a  20- 
year  mortgage,  provided  the  lender  finds  that 


VOLUME  27  •  NUMBER  2  •  WINTER  1961 


97 


the  loan  balance  at  the  end  of  15  years  bears 
a  reasonably  close  relationship  to  the  current 
land  value. 

Supermarket  loans  range  from  $9  to  $15  per 
square  foot,  depending  on  the  quality  of  con¬ 
struction  and  the  cost  of  the  land.  The  gross 
rent  multipliers  range  from  8.5  to  10  times  the 
gross  annual  rent.  Taxes  and  expenses  gen¬ 
erally  account  for  25  to  30  per  cent  of  the  gross 
income. 

Warehouses 

The  great  majority  of  loans  on  warehouses 
and  industrial  property  made  by  institutional 
lenders  are  predicted  on  the  financial  strength 
of  the  tenant  or  owner-occupant,  combined 
with  the  personal  endorsement  of  the  bor¬ 
rower.  If  the  tenant  is  not  of  national  or  strong 
regional  character,  get  at  least  5  years  of  bal¬ 
ance  sheets,  and  profit  and  loss  statements. 

If  the  tenants’  operating  statements  show 
declining  sales  and  profits,  you  won’t  have 
much  to  sell.  You  will  be  like  the  president  of 
the  dog  food  company  who  was  berating  his 
salesmen  because  of  declining  sales.  He  asked 
them: 

“Don’t  we  have  the  most  nutritious  dog  food?” 

-YES! 

“Don’t  we  have  the  best  packaging?”— YES! 

“Don’t  we  spend  the  most  on  advertising?”— 
YES! 

“Well,  then  why  aren’t  the  people  buying  it?” 

A  new  salesman  ventured  a  reply:  “Maybe  it’s 
because  dogs  don’t  like  it.” 

This  story  makes  another  point.  Some  com¬ 
mercial  loans  will  meet  all  the  usual  tests,  but 
the  lenders  won’t  like  them. 

One  other  feature  lenders  look  for  in  in¬ 
dustrial-warehouse  type  of  security  is  locations 
offering  good  centers  of  distribution,  easy  ac¬ 
cess  to  expressways,  turnpikes,  toll  roads,  rail¬ 
road  trackage. 

Rental  rates  follow  a  wide  range  from  70 
cents  to  $1.50  a  square  foot.  The  loans  on  this 
class  of  security  range  anywhere  from  $5  to 
$10  per  square  foot.  The  gross  rent  multipliers 
range  from  7.5  to  10  where  tenants  of  prime 
credit  are  involved. 

Mortgage  terms  on  this  class  of  security  do 


not  generally  exceed  the  term  of  the  leases, 
and  interest  rates,  as  a  rule,  are  from  %  to  % 
per  cent  higher  than  on  other  commercial 
properties. 

Shopping  Centers 

There  are  many  loan  opportunities  in  the 
shopping  center  field,  since  they  come  in  a  j 
variety  of  sizes— from  the  small  neighborhood 
group  to  the  large  regional  centers. 

The  plot  plan  is  particularly  important.  It 
should  show  the  size  of  the  stores,  names  of 
tenants,  parking  area,  traffic  flow,  land  dimen¬ 
sions,  and  the  parking  ratio.  If  the  parking  ; 
ratio  is  less  than  3  to  1,  you  will  have  some  ex-  ! 
plaining  to  do.  Know  about  the  competing 
shopping  facilities  in  the  center’s  trading  area. 
This  should  range  from  a  1-mile  radius  for  the 
small  necessity  area  to  a  5-mile  radius  for 
regional  centers. 

Have  a  complete  and  detailed  tenant  rent 
schedule,  showing  the  name  of  the  tenant,  the 
square  feet  of  store  area,  the  annual  guaran¬ 
teed  rent,  the  square  foot  rate,  the  terms  of 
leases  and  expiration  dates,  renewal  options, 
percentage  rent  provisions,  escalators  for 
taxes,  and  tenant  contributions  to  common 
area,  service  and  advertising. 

One-Sided  Leases 

The  need  for  tax  escalators  and  expense  con¬ 
tributions  in  these  leases  is  becoming  more 
evident  to  developers.  Many  successful  centers 
are  finding  their  overage  rents  devoured  by 
real  estate  tax  increases.  Lenders,  in  turn,  are 
also  becoming  increasingly  wary  of  shopping 
center  investments  where  no  provisions  are  I 
made  to  protect  against  these  contingencies.  I 
This  is  particularly  true  where  short-term  i 
leases  are  in  effect  that  give  the  tenant  sev-  j 
eral  renewal  options,  but  make  no  provision  | 
for  tax  or  expense  stops.  These  are  one-sided  I 
leases,  in  favor  of  the  tenant.  | 

If  the  center  has  been  properly  leased,  the 
major  or  prime  tenants  should  account  for  60 
to  65  per  cent  of  the  total  rent  roll.  The  value 
of  the  center  will  range  somewhere  between 
9.5  and  10.5  times  the  gross  annual  guaranteed 
rent  from  all  tenants  (this  does  not  include 
overage  rent). 
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Longest  Lease  Important 

The  mortgage  term  generally  will  not  ex¬ 
ceed  the  term  of  the  longest  lease.  But  in  well- 
developed  centers,  lenders  do  go  about  5  years 
beyond  the  composite  lease  term  of  the  major 
I  tenants. 

!  Loans  on  shopping  centers  follow  a  general 
[  range  from  $9  to  $12  per  square  foot  of  build¬ 
ing  area,  but  exceptionally  well-leased  regional 
centers  have  brought  as  high  as  $20  per  square 
I  foot  of  building  area. 

j  One  of  the  limiting  factors  in  the  amount 
j  of  loan  you  can  get  on  a  shopping  center  is  the 
I  lender’s  prime  income  coverage  requirement. 
This  usually  is  one  of  the  first  checks  he  makes. 
Most  lenders  expect  income  from  the  principal 
tenants  to  be  sufficient  to  cover  taxes,  operat¬ 
ing  expenses,  and  interest  on  the  mortgage. 

Personal  Presentation 

Now  that  you  know  something  about  the 
product  to  be  sold  and  how  best  to  package 
it,  let’s  turn  our  attention  as  salesmen  to  learn¬ 
ing  something  about  the  customer  you  are 
going  to  try  to  “sell.”  Lenders  come  in  a  vari¬ 
ety  of  sizes,  shapes,  temperaments,  and  offices. 
What  they  will  want  to  know  about  your  mer¬ 
chandise  before  they  “buy”  will  make  all  other 
selling  seem  effortless  by  comparison. 

There  is  no  substitute  for  the  personal  pres¬ 
entation  of  your  product.  Commercial  loan  ap¬ 
plications  aren’t  received  every  day  and  they 
are  worth  a  little  extra  effort. 

Through  personal  visits  you  will  leani  some¬ 
thing  about  the  character  of  the  lenders— who 
is  imaginative,  who  is  eager  to  make  a  trans¬ 
action,  and  who  is  just  coasting  in  the  job. 
Some  lenders  have  all  types,  and  the  personal 
visit  will  enable  you  to  determine  the  ones 
who  are  eager,  imaginative,  and  cooperative. 
They  are  readily  recognizable— the  ones  who 
help  you  work  out  the  tough  transactions  and 
look  for  a  way  to  make  the  loan. 

Even  easier  to  identify  is  the  negative,  un¬ 
imaginative  type.  He  is  the  one  who  almost 
seems  eager  to  point  out  every  shortcoming  in 
the  case  you  are  displaying,  the  type  who  only 
wants  the  prime  30-year  net-net  deals. 

I  have  often  considered  that  the  more  com¬ 


petent  lenders  are,  the  less  they  should  be  in¬ 
terested  in  the  prime  net-net  deals,  because 
they  are  the  ones  that  appeal  to  the  majority, 
who  wildly  compete  with  each  other  for  them, 
with  the  result  that  there  is  little  profit  left  in 
them  by  the  time  they  are  placed. 

Never  Say  'Die' 

The  imaginative  lender  should  perhaps  limit 
himself  to  the  loan  possibilities  not  recogniz¬ 
able  by  the  uninformed  lenders.  By  so  doing, 
he  will  secure  the  higher  yields  that  should  be 
his  reward  for  his  greater  vision. 

It  is  difficult  to  define  what  makes  an  ou*^- 
standing  salesman.  I  once  asked  one  of  our  life 
insurance  general  managers  how  a  relatively’ 
new  agent  on  his  staff  managed  to  have  such 
a  high  production  record  when  some  of  the 
more  experienced  agents  were  not  producing. 
His  answer  may  hold  the  key.  He  said,  “No¬ 
body  has  told  him  it  is  hard  to  sell  life  insur¬ 
ance.”  That  may  point  up  the  pioblem  for  you. 
Perhaps  somebody  has  told  you  it  is  hard  to 
sell  commercial  loans. 

If  you  are  convinced  a  loan  application  has 
merit,  don’t  be  influenced  by  the  number  who 
have  failed  to  get  a  commitment.  That  lesson 
was  powerfully  demonstrated  by  one  of  our 
correspondents  in  Chicago.  An  application 
had  been  widely  circulated  by  local  and  New 
York  brokers.  The  property  was  an  1890  office 
building  undergoing  extensive  remodeling. 
Practically  every  institutional  lender  of  any 
consequence  had  declined  that  application. 
Indeed,  our  own  company  had  declined  it  on 
two  separate  f»ccasions.  But  the  man  present¬ 
ing  it  to  me  met  all  the  requirements  for  good 
salesmanship.  He  knew  the  real  estate  was  ex¬ 
cellent  security  for  the  mortgage  loan  being 
sought,  and  he  developed  enough  information 
to  show  why  we  should  take  another  look  at 
the  application. 

He  then  took  those  few  extra  steps  and 
made  a  personal  visit  to  my  office  to  “sell  ”  the 
case— all  those  before  him  had  simply  for¬ 
warded  the  typical  listing.  His  effort  paid  off. 
We  issued  a  commitment  on  the  same  prop¬ 
erty  we  and  everyone  else  had  declined. 

The  lesson  is  clear:  Nobody  had  told  him 
it  is  hard  to  sell  commercial  loans. 
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This  drawing  shows  the  floor  plans  for  five  apartments  in  one  of  the  four  buildings  in 
the  unique  Jamaican  co-op  development.  All  apartments  hove  private  terraces  overlooking 
the  Caribbean  Sea. 


Two  Big  Advantages 

Oclio  Rios  Hotels  Limited,  the  development 
company,  is  able  to  give  each  owner  two  dis¬ 
tinct  advantages  not  offered  in  the  conven¬ 
tional  cooperative  apartment  plan.  One  is  a 
continuing  source  of  rental  income,  which  we 
estimate  will  pay  the  entire  cost  of  the  apart¬ 
ment  in  five  to  eight  years.  And  the  second  is 
the  availability  of  all  recreational  facilities  at 
no  cost.  These,  then,  are  the  basic  differences 
between  our  plan  and  the  usual  co-op. 

Our  experience  in  cooperatives  goes  back  to 
1956  in  Toronto  when  James  Ponzo  and  I  in¬ 
troduced  the  idea  in  that  city  after  carefully 
studying  successful  European  and  American 
plans.  Since  it  was  a  new  idea  in  Toronto,  we 
began  with  smaller  buildings  and  later  went 
to  larger  structures.  Within  two  years  we  had 
sold  $6  million  and  learned  the  many  reasons 
people  buy  co-ops. 

With  this  business  on  a  sound  footing  we 
were  joined  by  Jules  Sokoloff,  president  of  the 
Ontario  Motel  Association,  in  planning  a  new 
venture.  We  reasoned  that  the  application  of 
cooperative  apartment  living  to  a  second  home 
resort  situation  was  a  natural  evolution  in  a 
society  with  rising  incomes  and  expanding  lei¬ 
sure  time. 


Conduct  Extensive  Studies 

Supposition  and  logic  never  win  mortgage 
financing,  so  we  conducted  extensive  market 
research  studies  to  determine  answers  to  two 
basic  questions:  (1)  was  our  assumption  cor¬ 
rect-does  a  market  for  second  homes  in  far¬ 
away  places  exist  in  the  U.S.  and  Canada; 
and  ( 2 )  if  so,  where  should  we  go  to  find  the 
most  desirable  combination  of  natural  beauty, 
ideal  climate,  stable  government  and  cur¬ 
rency,  and  proximity  to  established  air  routes 
from  North  America?  The  first  answer  was  an 
overwhelming  “yes”— a  market  exists.  The  sec¬ 
ond  answer  was  indisputably  the  Caribbean, 
preferably  Jamaica,  only  600  miles  south  of 
Florida.  At  the  time  jet  service  was  not  yet 
available  regularly,  but  SM  hours  from  New 
York  to  Jamaica  was  soon  to  become  common. 

We  were  then  ready  to  pinpoint  our  opera- 


Douglas  Malcolm  MacKenzie  developed 
the  first  cooperative  in  Toronto,  Canada, 
in  1956.  His  success  there  led  to  the 
development  of  the  unique  co-op  project 
in  Jamaica,  West  Indies,  discussed  in 
this  article. 
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A  view  of  the  living  room,  din¬ 
ing  area  and  terrace  of  a 
typical  $25,000  co-op  apart¬ 
ment  in  the  author's  Jamaican 
development. 


tion,  and  we  spent  considerable  time  studying 
all  available  property  along  Jamaica’s  north 
coast.  This  coast  has  the  island’s  best  topog¬ 
raphy-wooded  hills,  vallevs,  and  beaches,  to¬ 
gether  with  an  ideal  climate  cooled  by  trade 
winds  all  year.  In  fact,  the  temperature  on  the 
north  shore  varies  only  5  degrees  between 
summer  and  winter,  the  mean  temperature 
being  78  degrees.  Our  timing  was  just  right. 
The  historic  3(X)-year-old  Sylvia  Lawn  estate 
became  available  at  what  experts  have  since 
called  a  very  modest  price.  This  20-acre  tract 
with  about  1,200  feet  of  ocean  frontage  had  a 
high  ledge  overlooking  the  Caribbean— the 
ideal  place  to  build  our  apartments.  Running 
through  the  propertv  are  two  extremely  at¬ 
tractive  mineral  springs  and  an  extraordinarily 
fine  sulphur  spa,  chemically  tested  and  found 
to  have  remarkable  curative  qualities.  Further 
completing  this  desirable  picture  were  a  nat¬ 
ural  beach,  natural  harbor,  and  coral  reefs 
which  form  a  protective  barrier  to  make  the 
surf  completely  safe  for  swimming,  skin  diving, 
and  other  water  sports. 

Near  Labor  Supply 

A  further  advantage  which  we  came  to  ap¬ 
preciate  rather  quickly  was  that  the  location 
is  only  one  mile  from  the  center  of  Ocho  Rios, 
an  important  labor  source. 

Once  the  land  was  purchased  and  before 


starting  construction,  we  entered  into  negotia¬ 
tion  with  the  Jamaican  government  in  order 
to  provide  our  future  owners  with  another  im¬ 
portant  advantage.  Jamaica  had  passed  a 
Hotel  Aids  Law  to  attract  foreign  investment 
for  island  hotel  construction.  This  law  permits 
the  investor  to  repatriate  his  capital,  tax  free, 
during  any  five  of  the  first  eight  years  of  own¬ 
ership.  It  was  our  aim  to  have  this  law  apply 
to  our  co-op  owners,  with  the  argument  that 
we  too  were  building  a  major  resort.  The  gov¬ 
ernment  granted  its  permission  and  our  own¬ 
ers  now  qualify  under  this  law.  At  this  point, 
we  had,  through  extensive  research,  estab¬ 
lished  on  paper  convincing  proof  that  a  market 
existed.  We  owned,  free  and  clear,  one  of  the 
most  desirable  locations  in  Jamaica,  and  we 
had  a  proven  history  of  sales  success  in 
Toronto.  As  a  result,  financing  was  arranged 
through  the  Jamaican  branch  of  a  Canadian 
bank  on  a  build-as-you-sell  basis.  Under  this 
arrangement,  as  sales  were  made,  monies  were 
advanced  to  construct  new  buildings. 

Following  the  successful  course  we  had 
charted  in  Toronto  of  beginning  with  smaller 
buildings  and  following  with  larger  ones,  we 
planned  our  program  in  two  stages.  Stage  one 
consisted  of  four,  two-story  buildings.  Three 
contain  twenty  one-  and  two-bedroom  apart¬ 
ments,  and  the  fourth  has  26  units,  including 
duplexes.  Every  apartment  is  designed  to  have 
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a  spacious,  completely  private  seaview  terrace, 
acoustical  ceilings,  aluminum  window  frames, 
terrazzo  tile  floors  and  the  most  up-to-date 
kitchen  equipment  and  bathroom  fixtures. 

Stage  two  was  a  high  rise  building  with  ap¬ 
proximately  125  units. 

Many  Construction  Problems 

Jules  SokolofiF,  my  partner,  moved  from 
Toronto  to  Jamaica  to  spend  full  time  in  plan¬ 
ning  and  supervising  construction  of  the  first 
four  buildings  and  all  facilities.  The  problems 
of  construction  were  many,  and  at  times 
seemed  almost  insoluble.  The  type  of  build¬ 
ing-rigid  type  concrete  with  terraces  canti¬ 
levered  over  the  Caribbean— had  never  been 
built  before  in  Jamaica. 

In  adhering  to  the  high  standards  of  the 
island’s  building  code  as  well  as  those  set  by 
Mr.  Sokoloff,  it  became  necessary  to  develop 
our  own  construction  subsidiary.  Only  then 
were  we  able  to  have  complete  control  and 
meet  a  time  table.  Unlike  any  known  co¬ 
operative  apartment  development,  we,  as  de¬ 
velopers,  had  to  become  builders,  contractors, 
financiers,  diplomats,  and  salesmen. 

Mr.  Sokoloff,  a  World  War  II  pilot,  found 
it  expedient  to  maintain  a  light  aircraft  in 
order  to  meet  an  exacting  schedule.  One  min¬ 
ute  he  was  on  a  job  directing  600  Jamaican 
laborers  and  within  the  hour  he  would  find 


himself  sitting  in  a  banker’s  office  ironing  out 
details  of  financing. 

Sales  Office  Established 

While  the  apartments  were  being  built  in 
Jamaica  by  Mr.  Sokoloff,  I  came  to  New  York 
to  establish  a  central  sales  office.  We  were 
most  fortunate  in  associating  with  Douglas 
Gibbons,  Hollyday  and  Ives  as  our  sales  repre¬ 
sentatives,  and  our  program  of  promotion  and 
sales,  through  advertising,  publicity,  and  per¬ 
sonal  contact  moved  along  rapidly. 

During  our  market  research,  we  had  se¬ 
lected  New  York  as  our  headquarters  because 
statistics  show  that  60  per  cent  of  Jamaica’s 
visitors  originate  there.  We  tested  our  income 
producing  resort  co-op  plan  with  advertising 
in  New  York  papers  and  found  ourselves 
swamped  with  more  than  3,000  inquiries.  As 
in  any  co-op,  our  prospective  purchasers  must 
be  screened  by  management,  and  we  soon 
learned  that  to  develop  a  compatible  com¬ 
munity,  our  ads  would  have  to  be  designed 
and  worded  to  provide  a  limited  response  from 
more  selective  groups.  We  sold  approximately 
40  of  our  first  86  units  and  our  co-op  plan  was 
approved  as  operative  under  New  York  state 
laws  designed  for  cooperative  projects. 

Why  is  a  co-op  plan  superior  to  owning  one’s 
own  private  home  in  Jamaica?  Many  of  our 
owners  could  easily  afford  to  build  or  buy  a 


Tropical  gardens  frame  the  dining  and  dancing  pavilion,  left,  at  the  Carib-Ocho  Rios  Sea  &  Country  Club  coH>p  develop¬ 
ment  in  Jamaica.  An  Olympic  pool,  right,  is  also  in  a  tropical  garden  setting.  Management  rents  the  co-op  apartments  for 
owners  when  they  are  not  in  residence. 
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private  home,  though  $40,000  would  be  a  min¬ 
imum  cost  figure. 

'Carefree'  Advantage 

Land  on  the  ocean  is  quite  expensive.  De¬ 
pending  on  location,  bringing  in  utilities  can 
be  quite  costly,  too.  Building  materials  are 
approximately  double  the  price  paid  in  the 
United  States.  However,  once  the  house  is 
built  and  furnished— at  whatever  the  cost— the 
owner’s  problems  are  just  beginning.  He  is 
thousands  of  miles  away  for  most  of  each  year 
and  the  cost  of  upkeep  is  exorbitant.  He  may 
rent  the  house  and  take  his  chances— but  for 
most,  this  experience  has  been  quite  depres¬ 
sing.  As  a  result,  many  have  sold  their  homes 
at  a  considerable  loss.  Some  of  our  co-op  own¬ 
ers  are  former  home  owners  who  have  recog¬ 
nized  the  “carefree”  advantage  of  our  plan. 

Our  development-management  organiza¬ 
tion,  known  as  Ocho  Rios  Hotels  Limited,  re¬ 
tains  ownership  of  all  land  and  all  amenities. 
A  3)2  acre  site  described  earlier,  which  over¬ 
looks  the  Caribbean,  has  been  leased  for  99 
years  to  Carib-Ocho  Rios  Sea  Club  Apart¬ 
ments,  Inc.,  which  is  the  tenant  owners’  or¬ 
ganization.  Since  the  apartment  owner  cor¬ 
poration  does  not  own  the  land,  they  have  the 
added  advantage  of  protection  from  rising  land 
taxes.  So  often  when  facilities  on  property  are 
fully  developed  and  operating,  taxes  rise  ac¬ 
cordingly,  and  obviously  increase  the  owner’s 
monthly  cost. 

The  apartments  range  from  one  and  one- 
half  efficiency  units  to  two  bedroom  and  two 
bath  suites  and  duplexes,  costing  from  $16,800 
to  $44,100.  All  suites  are  furnished  for  the 
owner,  if  he  desires,  at  a  considerably  lower 
cost  due  to  our  mass  buying  power. 

Property  Protected 

Monthly  maintenance  ranges  from  a  low  of 
$27  to  a  high  of  $73.  The  average  is  $45.  This 
includes  building  taxes,  land  rental,  and  up¬ 
keep  of  grounds.  The  tax  portion  of  mainte¬ 
nance  is  fully  deductible  in  the  United  States. 

Those  owners  who  wish  to  rent  their  suites 
when  not  in  residence  authorize  Ocho  Rios 
Hotels  Limited  as  their  agents.  They  are  given 


Jules  Sokoloff,  the  author's  partner,  was  in  charge  of  con¬ 
struction  of  the  co-op  apartment  development.  Here  he 
examines  construction  plans  with  o  Jamaican  workman. 


complete  guarantees  of  maintenance  and  pro¬ 
tection  of  their  property  (we  call  it  carefree 
rentals),  and  a  professionally  trained  hotel 
staff  sees  to  every  detail.  Their  apartments  and 
furnishings  are  kept  in  perfect  condition  at 
all  times.  The  management  firm  charges  a 
reasonable  fee  for  this  service. 

The  rental  program  is  so  organized  as  to 
pool  all  income  in  a  common  fund,  and  is  di¬ 
vided  in  proportion  to  the  value  of  each 
owner’s  apartment,  regardless  of  whether  his 
particular  apartment  is  rented  more  or  less  fre¬ 
quently  than  another  one. 

Dozens  of  prospective  owners  are  planning 
to  visit  the  Carib-Ocho  Rios  this  fall  and  we 
expect  to  have  sold  all  86  existing  units  by 
March,  1962.  Stage  two,  the  construction  of 
our  high-rise  150  unit  co-op  building,  is 
planned  for  mid- 1962. 
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Many 
Buildings 
You 
Manage 
May  Be 
a 

Natural 

Shelter 

Against 

Fallout 


President  Kennedy  has  recommended  that  every  American  be  provided 
with  protection  against  radioactive  fallout  in  the  event  of  a  nuclear  attack. 

Shelters  to  guard  against  the  hazards  of  fallout  rather  than  to  shield 
against  bomb  damage  and  blast  in  an  atomic  attack  could  save  millions  of 
lives,  Civil  Defense  officials  say. 

While  information  is  available  for  family-type  fallout  shelters,  there  is 
little  available  on  large-scale  shelters,  such  as  would  be  needed  in  apart¬ 
ment  and  office  buildings. 

The  Department  of  Defense  is  conducting  a  nationwide  survey— sched¬ 
uled  for  completion  by  the  end  of  1962— to  select  and  designate  buildings 
which  could  be  used  to  provide  adequate  shelter  for  50  million  people.  This 
extensive  survey  will  involve  study  of  maps  and  records,  and  inspection  of 
potential  shelter  sites. 

Full  cooperation  of  owners  and  managers  of  multi-story  buildings  has 
been  urged  by  the  Office  of  Civil  Defense. 

Some  owners  of  large  buildings  now  under  construction  are  including 
fallout  shelters  in  their  plans,  and  some  owners  of  existing  buildings  are 
checking  to  see  if  and  how  shelters  can  be  added  to  their  properties.  Lack  of 
detailed  information  on  large-scale  shelters,  however,  leaves  their  ques¬ 
tions  unanswered,  and  their  path  of  action  uncertain. 

A  booklet  entitled  The  Family  Fallout  Shelter  gives  detailed  information 
on  shelter  construction  for  single-family  homes,  and  may  offer  some  help 
to  owners  of  larger  properties  considering  building  shelters.  The  booklet 
is  available  free  from  Civil  Defense  offices  in  Battle  Creek,  Michigan;  Har¬ 
vard,  Massachusetts;  Olney,  Maryland;  Thomasville,  Georgia;  Denton, 
Texas;  Everett,  Washington;  Denver,  Colorado;  and  Santa  Rosa,  California. 

Many  large  buildings  provide  natural  shelter  against  fallout,  except  on 
the  upper  and  lower  floors,  the  Office  of  Civil  Defense  points  out. 

Most  basement  areas  offer  excellent  protection,  and  the  inner  core  of 
intermediate  floors  of  some  buildings  provide  adequate  protection. 

If  a  structure  is  more  than  12  stories  high,  shelter  space  in  addition  to  the 
basement  will  probably  be  needed.  If  the  outside  walls  are  heavy,  or  spe¬ 
cial  shielding  is  installed,  elevator  lobbies,  service  rooms,  and  corrdiors 
may  be  utilized.  Glass  wall  construction  offers  almost  no  protection. 

Underground  parking  garages  need  little  additional  construction  to  be¬ 
come  excellent  natural  fallout  shelters,  but  stair  towers  and  elevator  shafts 
do  not  because  most  of  them  are  open  at  the  top  and  bottom. 

Storing  supplies,  food,  and  water  is  one  of  the  major  problems.  A  two- 
week  supply  of  non-perishable  food,  and  at  least  a  gallon  of  water  per  day 
( half  for  drinking,  and  half  for  hygienic  purposes )  should  be  stored  for  each 
occupant. 

Apartment  dwellers  may  use  closets  or  other  enclosed  areas  for  make¬ 
shift  shelters. 

Educating  tenants  of  apartment  and  office  buildings  to  these  and  other 
facts  about  fallout  shelters  should  be  an  added  function  of  the  property 
manager  in  these  troubled  times. 
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Here  are  two  of  the  features  of  the  Roosevelt  Moll  Shopping  Center  in  Jacksonville, 
Flo.,  managed  by  the  author's  firm.  The  above  photo  shows  o  section  of  the  attractive 
flower  garden  on  the  moll.  The  photo  at  right  shows  on  abstract  French  sculpture, 
"The  Signal,"  which  is  located  at  the  center  of  the  moll. 


Organizing 

A  Shopping  Center 
Association 

by  Henry  //.  Wright,  cpm 


Getting  off  on  the  right  foot  is  a  highly  im¬ 
portant  step  in  the  organization  of  a  shopping 
center  merchants’  association. 

When  the  owner  of  the  land  that  had  been 
under  our  firm’s  management  for  a  number  of  f 
years  decided  to  use  the  land  for  a  shopping  : 
center,  we  made  all  the  arrangements  for  the  * 
owner  and  developer— providing  initial  plans,  - 
supervising  layout,  and  arranging  leases,  fi-  , 
nancing,  and  insurance. 

We  carefully  planned  the  organizational 
meeting  for  the  shopping  center.  Our  sug-  I 
gested  procedure  for  the  meeting  may  be  of  ' 
help  to  other  CPMs  in  planning  and  conduct¬ 
ing  such  meetings. 

The  center— Roosevelt  Mall  Shopping  Cen¬ 
ter  in  Jacksonville,  Fla.— opened  last  August.  It 
has  35  tenants  and  features  a  mall  arrangement  1 
of  planters  and  flowers,  two  large  pools  with  a  | 
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pair  of  swans  in  each,  and  an  abstract  sculp¬ 
ture,  “The  Signal.”  It  is  the  only  major  shop¬ 
ping  center  located  inside  Jacksonville’s  city 
limits. 

But  let’s  turn  back  the  clock  to  last  April, 
when  we  held  our  organizational  meeting. 
Here  are  some  suggestions  for  planning  and 
conducting  such  a  meeting: 

Planning  the  Meeting 

Q.  Who  should  be  invited  to  attend? 

A,  Letters  should  be  written  to  the  real  es¬ 
tate  representatives  of  all  of  the  major  chain 
tenants  asking  that  they  supply  you  with  the 
name  or  names  of  the  persons  to  be  invited. 
Talk  with  heads  of  all  local  store  tenants  where 
there  is  a  doubt  about  who  should  attend. 
Among  the  smaller  tenants,  where  the  name 
of  the  person  to  be  invited  is  obvious,  no  con¬ 
tact  is  necessarv. 

Q.  When  and  where  should  the  meeting  be 
held? 

A.  The  meeting  should  be  held  in  the  even¬ 
ing,  perhaps  beginning  at  6:30  or  7:00  o’clock 
at  a  well-known  restaurant  or  hotel. 

Q.  When  should  invitations  be  sent? 

A.  As  soon  as  a  definite  date  is  established, 
formal  invitations  should  be  sent  out,  two  or 
three  weeks  in  advance  if  possible.  Since  this 
is  the  most  important  meeting  of  the  organiza¬ 
tion,  particular  effort  should  be  made  for  100 
per  cent  attendance.  As  the  date  of  the  meet¬ 
ing  draws  near,  make  telephone  calls  or  send 
letters  of  reminder. 

Q.  What  props  and/or  data  will  he  needed? 

A.  Maps,  floor  plans,  elevations,  identifica¬ 
tion  signs,  and  similar  material  pertaining  to 
the  shopping  center  should  be  made  available 
at  prominent  places  within  the  meeting  room. 
There  should  be  a  registration  book,  and  each 
person  should  be  given  a  name  badge.  Perhaps 
the  shopping  center  owner  or  developer  will 
want  to  give  a  small  gift  to  those  attending  the 
meeting.  There  should  be  a  brochure  for  each 
person,  containing  all  necessary  papers  and 
data  for  the  conduct  of  the  meeting.  A  sug¬ 
gested  charter  prepared  by  the  attorney  for 
the  owner  and  developer  should  be  included, 
along  with  a  suggested  set  of  rules  and  by-laws. 
The  folder  should  also  contain  a  suggested 


opening  budget,  and  perhaps  a  suggested 
budget  for  the  first  year’s  operation.  There 
should  be  a  breakdown  of  the  budget  showing 
each  tenant  his  cost  if  the  suggested  budget 
is  adopted.  This  cost  budget— based  on  your 
experience  from  other  centers— should  be  pre¬ 
pared  on  the  same  basis  of  the  relationship  of 
the  square  feet  of  the  individual  store  to  the 
total  store  area  for  the  entire  center.  The  folder 
should  also  contain  a  plot  plan  of  the  center 
and  a  map  of  the  city,  locating  the  center  for 
those  who  may  be  strangers  to  the  community. 

Q.  Who  should  be  at  the  head  table? 

A.  The  owner,  developer,  the  owner’s  attor¬ 
ney,  and  those  relating  to  the  advertising,  pub¬ 
lic  relations,  and  management  of  the  center 
should  be  at  the  head  table.  The  builder- 
developer  should  act  as  chairman.  A  secretary 
should  be  available  to  take  detailed  minutes. 

Conducting  the  Meeting 

The  meeting  should  be  opened  by  the 
builder-developer,  making  a  relatively  short 
talk  about  the  center,  its  development,  and  the 
owner-developer’s  position.  He  should  ask 
each  person  to  stand,  introduce  himself  and 
give  the  name  of  the  company  he  represents. 

The  brochure  should  then  be  distributed. 
The  charter  should  be  read  by  the  owner’s  at¬ 
torney,  who  would  also  answer  questions  from 
the  floor.  If  the  group  finds  the  charter  accept¬ 
able,  the  chairman  should  ask  for  a  motion  that 
it  be  adopted. 

The  suggested  by-laws  generally  will  be  too 
long  to  be  read  and  approved  during  the  or¬ 
ganizational  meeting.  It  is  suggested  that  the 
chairman  merely  point  out  that  the  by-laws 
are  in  the  form  of  a  suggestion,  and  ask  each 
person  to  take  his  copy  and  go  over  it  carefully. 
There  should  be  included  with  each  set  of  by¬ 
laws  a  stamped,  self-addressed  return  enve- 

Henry  H.  Wright,  CPM,  it  head  of  the 
property  management  department  of 
Stockton,  Whatley,  Davin  &  Company, 
AMO,  Jacksonville, 
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A  pair  of  swans  make  their  home  in  each  of  two  large  pools  located  at  the  Roosevelt  Moll 
Shopping  Center.  Organizing  a  merchants'  association  for  such  a  center  requires  a  lot  of 
advanced  planning. 


lope.  The  chairman  should  ask  each  person  to 
return  his  copy  of  the  bylaws,  approved  or 
with  any  suggested  changes,  as  soon  as  pos¬ 
sible. 

Next,  the  property  owner-developer,  public 
relations,  advertising  and  management  men 
should  get  together  and  offer  a  list  of  persons 
for  consideration  and  possible  election  to  the 
board  of  directors.  (It  is  important  that  the 
list  be  carefully  balanced,  including  persons 
not  only  from  the  larger  chains  but  also  from 
the  large  local  operations,  and  with  equal  rep¬ 
resentation  for  the  smaller  tenants. )  It  should 
be  pointed  out  that  the  list  is  merely  a  sug¬ 
gested  slate  and  that  nominations  may  be 
made  from  the  floor.  When  the  board  of  direc¬ 
tors  is  selected,  board  members  will  elect  the 
oflBcers  for  the  year. 

The  board  should  be  authorized  to  appoint 
such  committees  as  are  necessary  immediately. 
This  would  certainly  include  a  committee  to 
handle  the  shopping  center’s  preliminary  pro¬ 
motion  and  opening. 

The  board  of  directors  should  not  be  too 
large— perhaps  seven  members;  certainly  no 
more  than  nine.  The  approximate  date  of  the 
center’s  opening  should  be  determined.  The 
advertising  and  public  relations  people  then 
should  discuss  the  suggested  opening  budget, 
which  is  included  in  the  folder.  It  should  be 


pointed  out  that  it  is  a  suggested  budget,  and 
is  offered  only  as  a  guide  for  the  group.  This 
is  a  very  critical  point  in  the  meeting  because 
there  always  will  be  differences  of  opinion.  [ 
The  person  acting  as  chairman  must  handle  ^ 
this  situation  carefully.  If  it  appears  that  there  | 
is  going  to  be  too  much  discussion  and  lack  of  i 
agreement,  the  chairman  may  refer  the  matter  1 
to  a  committee  to  study  the  problems  and  bring  I 
findings  to  the  membership  at  its  next  meeting.  I 

Then  the  meeting  should  be  opened  for  gen-  \ 
eral  discussion  of  such  things  as  traffic,  park-  I 
ing,  employees’  parking,  trash  and  garbage  dis-  j 
posal,  and  sweeping  and  upkeep  of  public  and  j 
common  areas. 

If,  in  the  general  discussion,  the  item  ■ 
brought  up  is  a  matter  strictly  between  the  de-  [ 
veloper  and  an  individual  tenant,  the  devel-  l 
oper  must  firmly  but  tactfully  ask  that  the  mat-  | 
ter  be  discussed  later. 

The  agenda  should  be  timed  so  the  meeting  | 
does  not  drag  out.  The  developer  should  close  . 
the  meeting  by  announcing  the  date  of  the 
next  general  meeting,  and,  if  possible,  a  time  ) 
and  place  for  the  meeting  of  the  board  of  di-  | 
rectors. 

Advanced  planning,  of  course,  is  the  most 
important  part  of  an  organizational  meeting.  : 
Be  prepared,  and  your  shopping  center  mer-  i 
chants’  association  will  get  off  on  the  right  foot.  I 
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FARMS 

I 

i 

Management  Beholds 
‘  the  Last  Frontier 


1 

by  Dr.  Arthur  Mauch 

The  only  surviving  grand  division  of  real 
•  estate— farms— to  have  heretofore  regarded  it¬ 
self  as  outside  the  services  of  professional  real 
estate  management  is  now  yielding.  Changing 
,  patterns  in  agriculture  foretell  the  creation  of 
^  a  new  field  for  managers  in  the  years  ahead, 
j  Scientific,  technological  and  economic  de- 
j  velopments,  some  already  well  advanced  and 

(others  clearly  foreshadowed,  will  unquestion¬ 
ably  call  for  trained,  expert  and  creative 
guidance  in  the  acquisition,  maintenance  and 
use  of  land  and  buildings.  This  is  not  a  dream 
of  the  future,  but  the  logical  materialization 
of  trends  of  the  recent  past  which  are  expand¬ 
ing  and  accelerating  today  and  are  aptly 
;  described  by  the  term  “agricultural  revolu¬ 
tion.” 

I  For  example,  we  can  now  see  that  the  capi- 
I  tal  investment  and  the  risks  that  go  with  the 
j  new  advanced  farming  will  be  so  great  that 
many  farms  will  take  on  some  of  the  charac- 
I  teristics  of  corporations.  The  company  will 
i  provide  investment  capital  so  that  the  high  in- 
I  vestments  and  the  risk  of  farming  will  be 

FI 

Arthur  Mauch  is  professor  of  ogri- 
cultural  economics  at  Michigan  State 
University.  This  article  is  based  on  a 
speech  he  to  the  Detroit 

Farmers 


shared  by  the  stockholders  in  the  associated 
corporation.  There  will  be  strong  emphasis  on 
management,  accountancy,  and  control.  The 
separate  administration  of  the  real  estate  in 
such  operations  is  obvious. 

What  are  some  of  these  changes  of  the 
recent  past,  and  to  what  definite  developments 
do  they  point? 

In  30  years  we  have  reduced  the  number 
of  farms  from  6.8  million  to  around  3.7  million. 
Since  total  cropland  has  remained  relatively 
constant,  it  is  obvious  that  farms  are  increasing 
in  size.  Because  of  size,  as  well  as  technological 
requirements  and  inflation,  the  capital  re¬ 
quirements  have  quadrupled  in  the  past  15 
years.  Total  farm  output  per  man  has  doubled 
since  1940,  one  illustration  of  technological 
know-how  being  that  a  pound  of  broiler  meat 
can  now  be  produced  with  2.4  pounds  of  feed 
while  it  required  5  pounds  in  1930. 

Who,  30  years  ago,  would  have  believed 
that  today  we  could  breed  animals  artificially 
and  even  transplant  ova  to  maximize  the  pro¬ 
duction  of  the  best  females,  feed  hormones  to 
livestock  and  broilers  for  faster  gains,  and  kill 
weeds  by  airplane  spraying?  What  foot-weary 
farmer,  tramping  behind  horses  and  harrow 
on  a  dusty  field,  could  envision  himself  riding 
a  tractor  with  power  steering  while  listening 
to  a  ball  game  or  market  report  on  his  transis¬ 
tor  radio?  Ninety  per  cent  of  today’s  crop  acres 
are  planted  to  varieties  that  did  not  exist  15 
years  ago. 

The  changes  disclosed  by  the  records  of 
about  200  farms  in  Southern  Michigan  are 
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typical.  Average  farm  size  has  increased  since 
1935  from  184  to  271  acres;  book  value  of  total 
investments  from  about  $15,000  to  $70,000 
(the  market  value  about  $20,000  higher ) ;  real 
estate  value,  not  including  the  house,  climbed 
from  about  $11,000  to  over  $46,000;  machin¬ 
ery  and  power  rose  from  $1,000  to  nearly  $10,- 
000;  feed  and  crops  increased  from  $1,300  to 
about  $5,300;  and  livestock  from  $1,650  to  over 
$9,000. 

That  is  a  small  part  of  the  past,  and  it  is  but 
a  prologue,  as  a  famous  quotation  inscribed  on 
a  government  building  in  Washington  tells  us. 
Much  is  being  learned  every  day,  but  merely 
the  application  of  what  is  already  known  will 
bring  significant  changes  in  the  near  future. 
High-speed  computers  will  enable  long-range 
weather  forecasting  from  data  gathered  by 
earth  satellites.  Weather  control  is  only  an¬ 
other  step.  We  may  soon  be  able  to  sterilize 
food  with  gamma  rays  so  that  a  T-bone  steak 
can  be  stored  on  a  shelf  in  the  pantry,  to  be 
dusted  off  and  barbecued  years  later.  We  will 
have  tractors  monitored  by  TV  and  electroni¬ 
cally  manipulated  from  a  control  tower. 

Now  let’s  look  ahead  into  what  is  sometimes 
termed  the  foreseeable  future: 

1.  The  number  of  farms  in  1970  will  be  less 
than  half  the  number  in  1940. 

2.  Production  per  man  will  be  four  or  five 
times  as  large  in  1970  as  before  World  War 
II. 

3.  Farming  will  be  highly  specialized,  farm¬ 
ers  dealing  less  with  people  and  animals 
and  more  with  machines. 

4.  In  1900  one  farm  worker  produced  food  and 
fiber  for  himself  and  seven  others.  In  1970 
it  will  be  more  than  35  others. 

5.  The  capital  required  to  break  into  farming 
is  going  up  steadily. 

6.  Labor  efficiency  is  increasing  rapidly,  the 
number  of  farm  workers  is  declining,  and  a 
higher  level  of  skill  is  required. 

7.  The  number  of  farms  is  decreasing,  the  size 
increasing,  and  specialization  in  production 
increasing. 

8.  Industry  is  providing  farmers  with  more 
services.  Purchased  inputs  are  being  substi¬ 
tuted  for  land  and  labor. 

9.  Production  per  acre  and  unit  of  livestock 
is  increasing, 

10.  There  is  increasing  vertical  integration  of 


farming,  with  decision-making  highly  cen¬ 
tralized. 

11.  Increased  mechanization  of  farms  is  dis¬ 
placing  small  independent  farmers  and 
farm  laborers. 

12.  Technological  advances  are  being  adopted 
at  a  rate  which  causes  total  output  to  in¬ 
crease  faster  than  demand  is  expanding. 

Now  a  brief  speculation  on  what  these 
changes  mean  to  the  fanner,  to  those  who 
work  closely  with  him,  and  to  the  cpm. 

With  the  capital  investment  and  risk  that 
this  new  advanced  farming  will  require,  we 
must  face  the  fact— unpleasant  though  it  mav 
be  to  some— that  a  person’s  inherent  right  to 
start  farming  will  depend  to  a  large  extent  on 
whether  or  not  he  has  the  money.  He  will  pro¬ 
vide  labor  and  day-to-day  management,  but  a 
company  will  make  available  experts  in  farm 
management  and  provide  skilled  veterinari¬ 
ans,  mechanics,  and  electronic  technicians. 
Markets  will  be  insured  by  contracts  with  non¬ 
farm  businesses,  such  as  meat  packers,  millers, 
feed  suppliers,  milk  marketers,  and  the  like. 

Most  farms  will  raise  only  one  or  two  crops 
and  only  one  kind  of  livestock.  Crop  rotation 
will  disappear,  and  soil  fertility  will  be  con¬ 
cerned  more  with  efficient  use  of  man  and 
machine  power  and  less  with  making  use  of 
every  patch  of  ground.  The  “art”  of  farming 
will  retreat  and  be  replaced  by  the  increasing 
precision  of  science.  As  we  replace  men  with 
machines,  the  remaining  men  will  be  more 
important,  with  the  emphasis  on  brainpower 
rather  than  manpower. 

With  a  fraction  of  a  cent  a  pound  in  produc¬ 
tion  costs  spelling  profit  or  loss,  already  the 
case  in  large  scale  broiler  businesses,  it  is  obvi¬ 
ous  that  more  emphasis  will  be  placed  on  man¬ 
agement,  accountancy,  and  control. 

More  custom  services  will  be  needed  and 
used.  In  this  respect  I  doubt  if  today’s  sup¬ 
pliers  of  farm  inputs  are  keeping  pace  with  the 
fast-changing  needs  of  farmers.  The  future 
success  of  business  organizations  that  service 
farmers,  and  those  farsighted  enough  to  dis¬ 
cern  the  possibilities,  will  depend  in  large 
measure  on  their  ability  to  anticipate  the  needs 
of  a  changing  agriculture  and  be  ready  to  move 
in  ahead  of  their  competitors. 
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The  Appraisal-Management 
Team 


by  Donald  H.  Yates,  cpm,  mai 


Two  OF  THE  INSTITUTES  of  the  National  Association  of  Real  Estate 
Boards— the  American  Institute  of  Real  Estate  Appraisers  and  the  In¬ 
stitute  of  Real  Estate  Management— are  so  autonomous,  so  seemingly 
independent  of  each  other  as  to  be  apparently  unrelated.  We  know 
very  competent  appraisers  who  have  had  no  management  experience 
and  skilled  property  managers  who  have  had  no  appraisal  experience. 

Each  may  turn  to  the  other  for  information  or  advice.  The  manager 
employs  the  appraiser  when  the  occasion  requires  an  expert  opinion 
of  value;  the  appraiser  has  available  to  him  management  know-how 
through  friends  and  acquaintances  in  the  management  field. 

Does  this  reciprocal  arrangement  always  serve  adequately,  or  would 
each  profit  more  through  better  knowledge  of  the  other’s  forte? 

Examine  Specialization 

In  these  days  of  specialization,  we  are  inclined  to  favor  knowing  a 
great  deal  of  one  subject  and  excluding  knowledge  of  another.  To 
attempt  to  be  expert  in  more  than  one  field  often  results  in  not  being 
very  good  at  anything.  Thus,  it  is  often  presumed  that  a  person  de¬ 
voting  himself  exclusively  to  the  management  of  real  property  will 
be  more  efficient  in  his  field,  and  that  a  person  engaged  exclusively 
in  appraisal  work  likewise  will  be  more  proficient. 

This  presumption  should  be  examined  to  see  if  it  is  a  safe  generaliza¬ 
tion,  or  if  there  are  exceptions  to  such  a  rule. 

When  a  person  who  has  had  mature  experience  in  one  of  these  fields 
moves  to  the  other  exclusively,  he  may  appear  to  be  well  qualified.  In 
such  cases  however,  some  handicap  is  presented,  because  neither  field 
is  static.  New  appraisal  techniques  are  constantly  presented,  and 
management  practices,  methods,  and  materials  are  forever  changing. 


Donald  H.  Yates,  CPM  and  MAI, 
is  a  partner  in  Yates,  Wood  and 
McDonald,  Seattle,  Wash. 
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Are  Functions  inseparable? 

It  may  be  contended  that  since  appraised 
value  depends  upon  highest  and  best  use,  and 
this  in  turn  depends  upon  management,  the 
two  functions  are  inseparable.  Among  other 
things,  the  appraiser  of  income  property  is 
confronted  with  the  determination  of  stable 
net  income  in  his  approach  to  value.  The  man¬ 
agement  of  the  property  often  determines  to 
a  large  extent  what  that  stabilized  income 
should  be,  or  even  what  the  highest  and  best 
use  may  be.  The  manager’s  income  approach 
also  requires  the  use  of  an  appropriate  rate  of 
capitalization  of  stabilized  net  income  for 
value.  The  quality  of  management  is  important 
to  the  adoption  of  such  a  capitalization  rate. 

Surprisingly,  property  poorly  managed  is 
worth  more  in  relation  to  current  earnings  than 
if  it  is  being  made  to  produce  its  maximum.  In 
other  words,  if  a  property  is  judged  by  the 
appraiser  to  be  poorly  managed,  the  rate  of 
capitalization  of  its  present  net  income  should 
he  lower,  and  therefore  its  value  higher.  This 
stems  from  the  practical  realization  that  a 
competent  buyer  could  readily  improve  the 
net  income.  Conversely,  if  the  appraiser  judges 
the  propertv  is  earning  all  that  could  be  hoped 
for,  there  is  no  opportunity  for  improved  in¬ 
come.  In  fact,  it  could  go  down  under  another 
less  efficient  manager,  and  thus  deserves  a 
higher  rate  of  capitalization  of  current  net  in¬ 
come,  or  lower  value  in  relation  to  its  current 
earning. 

Understanding  Management 

This  means  that  current  income  should  not 
be  used  if  subject  to  change,  but  rather  the  in¬ 
come  should  first  be  stabilized. 

In  any  event,  understanding  of  the  manage¬ 
ment  of  the  property  is  clearly  an  essential  of 
appraising. 

Let’s  look  now  to  the  opposite  side  of  the 
coin.  Is  an  understanding  of  appraising  neces¬ 
sary  to  the  best  management  of  real  estate? 

Admittedly,  a  skilled  manager  devoted  to 
the  job  of  getting  the  most  out  of  property  may 
do  so  without  much  knowledge  of  the  value  of 
the  property  he  is  managing.  He  may  assume 
that  if  he  makes  it  produce,  he  is  achieving  the 


highest  potential  of  capital  value,  no  matter 
what  someone  else  may  determine  that  value 
to  be.  This  is  greatly  oversimplified  because  it 
overlooks  the  time  element,  the  availability  of 
capital  (or  non-availability),  and  ownership 
policy  with  respect  to  capital  investment. 

Such  a  manager  may  be  a  top  resident  man¬ 
ager  of  a  building  but  he  could  hardly  qualify 
as  a  general  manager  or  managing  director. 

Requirements  Vary 

Ownership  requirements  vary  as  greatly  as 
people  vary.  One  owner  wants  all  the  income 
he  can  get  now  to  the  disparity  of  value  later. 
Another  is  interested  in  long  range  estate 
value.  Still  another  seeks  short  range  capital 
gain,  or  combinations  of  these. 

Exercise  of  judgment  in  the  application  of 
management  toward  any  of  these  objectives 
depends  upon  a  grasp  of  value,  changes  in 
value,  and  reasons  for  such  changes.  Unless  the 
manager  has  a  good  understanding  of  the  proc¬ 
esses  of  appraising,  he  is  not  likely  to  know 
which  direction  his  management  acts  should 
take  to  implement  ownership  policy. 

Some  examples  may  help  point  up  this  con¬ 
cept: 

An  office  building  manager  is  confronted 
with  modernization.  Ownership  is  not  inter¬ 
ested  in  selling,  but  does  desire  to  refinance  the 
present  mortgage  in  the  near  future. 

Architectural  studies  indicate  a  variety  of 
possibilities  with  varying  income  results,  and  a 
big  spread  between  low  and  high.  Manage¬ 
ment’s  most  reliable  approach  to  the  problem 
is  an  appraisal  of  the  before  and  after  values 
for  each  proposed  step  of  the  modernization 
program. 

Such  appraisals  from  competent  sources  may 
be  obtained.  But  if  the  manager  can  make  the 
appraisals  and  understands  the  processes  and 
reasoning  behind  them,  he  is  much  better  able 
to  reach  sound  conclusions  and  make  decisions 
as  to  how  to  proceed. 

Another  example  occurs  frequently.  In  nego¬ 
tiating  percentage  leases,  a  manager  is  often 
confronted  with  a  choice  between  a  lower 
minimum  with  a  higher  percentage  potential, 
or  a  higher  minimum  with  a  corresponding 
lower  percentage  potential.  If  he  understands 
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the  appraisal  process,  he  will  be  better  able  to 
follow  ownership  policy  with  respect  to  choos¬ 
ing  higher  capital  value,  or  loan  value  and 
higher  speculative  income,  and  forming  a 
measurement  of  the  alternatives. 


Effects  on  Value 


I 

I 

I 


i 

! 


Term  of  lease,  recapture  clauses,  step-ups  in 
rentals,  arbitration  clauses,  escalator  clauses, 
renewal  options,  tax  participation  clauses,  re¬ 
pair  provisions,  and  other  lease  covenants  af¬ 
fect  value.  If  management  is  conscious  of  these 
effects  and  understands  the  degree  of  their  in¬ 
fluence  on  value,  much  greater  efficiency  is 
produced  in  the  approach  to  lease  covenants. 

It  may  be  argued  that  a  fully  competent 
property  manager  is  also  an  appraiser,  and  that 
a  fully  competent  appraiser  is  also  a  property 
manager. 

This  concept  is  debated  vigorously  by  the 
specialist  in  each  field.  Professional  appraisers 
are  loath  to  yield  to  the  advocate  of  diversifica¬ 
tion.  Devoting  their  full  time  to  appraising, 
they  concentrate  on  it  without  the  distractions 
of  the  daily  chores  of  managing.  They  are  more 
readily  available  to  clients,  and  can  take  as¬ 
signments  away  from  the  confinement  of  a 
manager’s  office.  Also,  there  is  a  growing  recog¬ 
nition  of  their  value,  attained  professional  pres¬ 
tige  as  the  result  of  their  specialization. 


The  specialized  property  manager  can  make 
the  same  contention.  His  Institute  continues 
to  move  in  the  same  direction,  with  cpms  gain¬ 
ing  more  and  more  professional  recognition. 

Mutual  Interdependence 

This  may  be  a  never  ending  argument  in  all 
professions.  Doctors,  lawyers,  architects,  and 
engineers  all  enter  into  this  debate.  There  is  no 
final  conclusion  other  than  an  acknowledg¬ 
ment  of  the  interrelation  of  the  specialized 
services  and  their  mutual  interdependence.  It 
takes  form  in  the  establishment  of  clinics  for 
doctors,  partnerships  of  architects  with  engi¬ 
neers,  tax  lawyers  with  real  estate  law  special¬ 
ists,  and  an  association  in  the  same  firm  of  ac¬ 
tive  MAIs  and  CPMs.  I  can’t  think  of  a  more 
professional  real  estate  service  than  such  a 
combination.  If  the  senior  partner  or  president 
of  a  firm  happens  to  be  both  a  CPM  and  MAI, 
an  additional  advantage  may  be  gained 
through  top  level  supervision  with  a  broad  un¬ 
derstanding  of  the  functions  of  each. 

I  recommend  that  the  property  manager 
constantly  keep  before  him  the  value  of  that 
which  he  manages,  the  changes  in  that  value  as 
the  result  of  his  acts,  and  the  reasons  for  the 
changes.  This  requires  him  to  know  something 
about  appraising.  He  can’t  constantly  be  ask¬ 
ing  someone  else. 


VOLUME  27  •  NUMBER  2  •  WINTER  1961 


113 


Managing  Small  Properties 

Can 

Be  Profitable 


hy 

Paul  H.  Kittle, 

CPM 


A  QUICK  ANALYSIS  of  housing  patterns  in  large  metropolitan  areas 
sharply  points  up  the  volume  of  merchandise  in  small  properties  avail¬ 
able  to  qualified  managers.  By  “small  properties”  I  mean  structures 
containing  from  one  to  ten  units. 

Over  the  years,  I  have  observed  that  small  offices  have  been  reluc¬ 
tant  to  manage  small  properties.  Obviously,  the  prime  reason  is  that 
management  volume  and  qualified  personnel  are  lacking.  This  results 
in  the  small  owner  floundering  in  a  sea  of  confusion,  since  he  has  no 
one  to  turn  to  for  counsel  and  advice.  To  some,  the  concept  of  man¬ 
agement  seems  to  be  the  collecting  of  rents,  payment  of  bills,  and 
rendering  a  statement  to  the  owner  at  the  end  of  each  month.  Man¬ 
agement  is  not  a  sideline  but  a  vitally  important  function  in  the  real 
estate  industry. 


Paul  H.  RittI*.  CPM,  it  president 
of  the  Rittle-Rosfeld  Co.,  Pitts¬ 
burgh,  and  it  o  post  president 
of  Western  Pennsylvania  Chapter 
of  the  IREM. 


Bringing  Buyer  and  Space  Together 

The  property  manager  must  have  a  general  knowledge  of  construc¬ 
tion  and  supply  and  demand  of  various  rental  space  within  his  opera¬ 
tional  area.  He  must  know  the  source  of  supply  of  logical  tenants  and 
must  exercise  skill  in  bringing  the  buyer  and  the  space  together.  This 
applies  to  all  types  of  rental  space— commercial,  industrial,  or  resi¬ 
dential. 

CPMs  must  be  responsible  to  the  general  public  to  adequately 
service  their  requirements,  large  or  small.  There  is  a  great  potential 
waiting  for  the  manager  who  is  willing  to  devote  the  time  and  energy 
necessary  in  the  management  and  maintenance  of  small  properties. 

A  frequently-asked  question  is,  “How  many  tenants  can  one  quali¬ 
fied  manager  handle?”  You  hear  many  different  answers  to  this  ques¬ 
tion.  It  depends  on  the  individual  manager,  his  integrity,  the  type 
of  properties  he  handles,  and  the  general  area-spread  of  the  units 
involved.  We  have  found,  with  the  proper  organization,  that  one 
manager  and  a  capable  assistant  can  satisfactorily  service  from  650 
to  800  tenants  (depending  on  the  type  of  properties),  excluding 
record-keeping.  This  team  handles  new  leases,  lease  renewals,  rent 
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schedules,  insurance  coverages,  tax  assess¬ 
ments,  and  the  like. 

Annual  Analysis  of  Accounts 

These  figures  are  based  on  areas  which  are 
heavily  populated  and  would  not  apply  where 
properties  are  scattered  over  a  wide  area. 

All  accounts  must  be  analyzed  each  year, 
with  suggestions  and  recommendations  made 
to  the  owner.  The  same  procedure  should  be 
followed  in  regard  to  maintenance  and  im¬ 
provements.  This  keeps  the  property  in  top 
production  status  at  all  times.  Rent  schedules 
must  be  watched  closely  for  shifting  trends.  If 
the  trend  is  up,  full  advantage  must  be  taken 
of  favorable  conditions.  In  a  reverse  situa¬ 
tion,  attractive  improvements  and  decorations 
may  be  the  answer  to  protect  the  income  and 
remain  competitive. 

Some  years  ago,  after  some  frustrating  en¬ 
counters  with  maintenance  problems,  we  de¬ 
cided  to  explore  the  possibility  of  a  limited 
maintenance  department  to  handle  repairs 
required  in  managing  small  units.  This  pilot 
project  was  studied  in  great  detail  for  six 
months.  The  results  were  most  satisfying.  Not 
only  were  we  in  a  position  to  render  prompt 
service,  but  our  labor  and  material  costs  were 
substantially  reduced,  and  we  were  able  to 
provide  greatly  improved  operating  state¬ 
ments  for  our  accounts.  With  this  nucleus,  we 
employed  plumbers,  plasterers,  and  painters 
and  organized  a  well-stocked  warehouse.  Dur¬ 
ing  the  first  year  of  operation  with  an 
adequately  staffed  maintenance  division, 
our  management  volume  increased  greatly. 


Clean,  clearly  marked  maintenance  trucks  can  provide  a 
rolling  advertisement  for  management  firms.  These  men  are 
part  of  12-man  maintenance  crew  employed  full  time  by  the 
author's  company. 

We  found  that  owners  of  both  large  and  small 
properties  favor  an  organization  equipped  to 
handle  all  the  problems  involved  in  the  man¬ 
agement  and  maintenance  of  their  properties. 

Our  maintenance  division  now  has  12  full¬ 
time  employees.  Each  morning  maintenance 
personnel  are  handed  “work  sheets”  with  ap¬ 
propriate  instructions.  All  required  materials 
are  withdrawn  from  stock  in  the  warehouse. 
This  procedure  saves  considerable  time  and 
money  for  the  owner  since  it  eliminates  the 
many  calls  to  the  various  supply  houses  for 
purchase  of  parts  and  materials.  A  CPM  super¬ 
vises  repairs  to  see  that  they  are  being  com¬ 
pleted  in  the  proper  manner. 

Semi-monthly  inspections  are  made  of  the 
halls,  basements,  and  surrounding  grounds  to 
make  sure  our  custodians  are  taking  proper 
care  of  properties. 


Management  of  large  and 
small  properties  is  handled  by 
the  well-organized  office  staff 
of  Mr.  Rittle's  firm,  shown 
here  at  work.  Managing  small 
properties— one  to  10  units— 
can  be  profitable,  says  the 
author. 
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Custodians  are  required  to  make  minor 
repairs.  Major  repairs  are  referred  to  the  office 
for  handling  by  a  CPM,  who  inspects  the  proj¬ 
ect  and  makes  recommendations  for  the  main¬ 
tenance  division  to  carry  out  the  work. 

Advertisement  on  Wheels 

Our  maintenance  trucks  are  clearly  marked 
and  cleaned  regularly.  The  trucks  cover  our 
entire  operational  area  daily,  thus  providing 
a  rolling  advertisement  for  our  firm.  This  has 
helped  us  secure  many  new  clients. 

One  of  the  prime  sources  of  management 
business  is  rehabilitating  run-down  structures. 
There  are  many  such  opportunities,  especially 
for  those  who  do  business  in  older  areas.  For 
example,  we  recently  rehabilitated  a  property 
located  in  what  is  known  as  the  “former  mil¬ 
lionaire  row”  in  Pittsburgh.  The  building,  con¬ 
taining  42  spacious  rooms,  had  been  partially 
gutted  by  fire.  The  acquisition  cost  was  $13,- 
000.  We  were  approached  on  the  soundness 
of  remodeling  and  the  ultimate  finished  prod¬ 
uct.  After  analvzing  the  area’s  requirements, 
we  decided  to  make  it  a  20-unit  building— five 
2J2-room  units  with  baths  and  15  lJ2-room  units 
with  baths.  The  overall  rehabilitation  cost  was 
$48,000,  making  a  total  investment  of  $61,000. 
Sixtv  davs  after  completion  we  had  100  per 
cent  occupancy,  with  rentals  ranging  from  $60 
to  $65.  At  the  end  of  the  first  12  months  of 
operation,  the  account  showed  a  net  return  of 
$9,600,  or  a  fraction  over  16  per  cent. 

It  is  our  practice  to  purchase  all  materials 
and  supplies  in  large  quantities,  and  thus  show 
a  substantial  saving.  While  we  do  have  a  slight 
mark-up  on  the  transfer  of  supplies  from  the 
maintenance  division  to  the  rental  depart¬ 
ment,  the  mark-up  is  only  sufficient  to  take 
care  of  our  warehousing  cost. 

Many  so-called  tenant  problems  would 
ne\'er  develop  if  tenants  were  screened  prop- 
erlv.  Our  organization  requires  the  applicant 
to  complete  a  rental  application  which  in¬ 
cludes  a  comprehensive  history  of  the  appli¬ 
cant  for  our  evaluation.  In  most  instances,  we 
make  a  personal  inspection  of  the  prospective 
tenant’s  present  living  (juarters  to  determine 
the  qualitv  of  his  housekeeping.  We  seldom 
make  this  visit  by  appointment,  and  thus  have 


an  opportunity  to  assess  the  living  habits,  and 
clear  up  any  questions  relating  to  the  back¬ 
ground  of  the  applicant.  In  addition,  these 
visits  give  us  an  opportunity  to  explain  the 
responsibilities  of  the  tenant,  and  to  answer 
questions  concerning  the  proposed  rental. 

Personal  Visit  Important 

There  are  cases  where  one  child  “rules  the 
roost”  and  disturbs  everyone  and  everything 
around  him.  And  there  are  other  cases  where 
two  or  three  children,  well-disciplined,  would 
fit  in  the  same  unit  and  create  less  problems. 
There  are  people  who  center  their  every-day 
living  around  pets.  The  personal  visit  reveals 
this  information,  which  the  applicant  may 
purposely  avoid  mentioning  in  the  rental  ap¬ 
plication. 

If  an  applicant  is  rejected,  we  immediately 
send  him  a  form  letter  together  with  a  check 
covering  the  original  deposit.  The  letter  states 
that  the  application  has  been  rejected  and  in¬ 
vites  the  applicant  to  check  our  other  available 
units. 

When  the  applicant  has  been  accepted,  we 
prefer  the  lessee,  both  husband  and  wife,  to 
sign  the  lease  in  the  presence  of  the  manager. 
This  is  another  opportunity  to  meet  person¬ 
ally,  and  allows  the  manager  to  explain  details 
of  the  lease.  It  is  extremely  important  that  ade¬ 
quate  time  be  spent  with  all  new  tenants  to 
familiarize  them  with  your  policies. 

Property  management  today  is  a  compli¬ 
cated  and  highly  specialized  phase  of  the  real 
estate  profession.  I  strongly  disagree  with 
those  who  contend  that  management  of  small 
properties  is  not  profitable.  I  believe  managers 
should  make  known  to  owners  the  “worth  of 
their  hire.”  While  nationwide  management 
fees  are  fairly  uniform,  provisions  are  made  for 
the  fixed  charges  per  individual  unit  and  for 
so-called  problem  properties.  Should  an  ac¬ 
count  require  more  time  and  effort  than  is  nor¬ 
mal,  the  manager  must  quickly  adjust  his  fees. 
A  conscientious  manager  must  never  accept 
an  unprofitable  account,  regardless  of  the  cir¬ 
cumstances  surrounding  it.  Most  owners  rec¬ 
ognize  the  problems  of  management  and  are 
more  than  willing  to  compensate  the  manager 
in  accordance  with  his  performance. 
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!  Code  Enforcement 
I  vs. 

'  Property  Rights 


I 

hy  George  R.  Bailey,  cpm 


^  As  TIME  PASSES  and  we  learn  from  experience, 
and  as  new  methods  and  products  are  devised, 
I  our  building  codes  should  be  brought  up-to- 

Idate  and  expanded  to  cover  the  many  prob¬ 
lems  that  have  been  brought  to  light  over  the 
years.  Such  new  codes  and  ordinances,  how¬ 
ever,  may  seriously  infringe  upon  property 
j  rights.  There  are  serious  considerations,  from 
a  practical  standpoint,  to  be  weighed  along 
with  the  technical  considerations. 

!  During  the  past  several  years,  Chicago  has 
been  developing  a  new  building  code.  City 
officials  have  been  most  cooperative  in  per- 
f  mitting  representatives  from  civilian  organiza- 
I  tions  to  participate  in  the  formation  of  the  new 
code.  But  these  new  code  committees  of  ne¬ 
cessity  include  architects,  engineers,  and  man- 
i  ufacturing  representatives,  all  of  whom  are 
'  inclined  to  think  in  technical  terms  rather  than 
;  economic  terms.  The  writer  served  on  one  or 
two  of  these  committees,  and  out  of  as  many 
as  .30  or  40  men,  the  writer  and  perhaps  one 
[  or  two  others  represented  ownership— the 
parties  who  must  pay  the  bills. 

There  has  been  almost  no  objection  on  the 
part  of  those  representing  ownership  with  re- 
sj)ect  to  upgrading  the  c(xle  as  it  relates  to 
new  construction,  but  there  is  often  a  great 


hardship  hidden  within  these  new  codes  if 
they  are  to  be  made  retroactive  with  respect  to 
existing  structures. 

Requirements  Vary  Widely 

Admittedly,  the  City  Building  Department 
cannot  distinguish  between  all  grades  of  build¬ 
ings.  On  the  other  hand,  there  are  wide  vari¬ 
ations  in  requirements.  For  example,  take  fire 
exit  signs.  Hotels  are  filled  with  strangers  who 
are  sleeping  on  the  premises,  whereas  office 
buildings  and  other  commercial  structures  are 
filled  with  tenants  who  are  in  the  buildings 
every  day  and  therefore  are  very  familiar  with 
the  various  means  of  egress.  These  structures 
are  usually  empty  of  tenants  at  night.  There 
is  no  (question  th^t  each  separate  means  of 
egress,  such  as  a  fire  escape  door  or  an  interior 
stair  door,  should  be  marked  with  an  exit  sign, 
but  the  requirement  for  a  procession  of  signs 
appears  unnecessary  in  such  structures,  par¬ 
ticularly  since  standard  signs  are  required 
which  do  not  blend  in  with  an  expensive  treat¬ 
ment  of  various  rooms. 

Take  as  another  example  the  requirement 
that  there  be  no  pipes  or  conduits  in  elevator 
shafts.  In  theory  this  is  correct,  except  for  elec¬ 
tric  conduits  which  I  do  not  feel  are  objection¬ 
able  in  a  shaft  utilized  for  electric  elevators. 
Very  often  the  elevator  shaft  in  old  buildings 
was  used  for  the  vertical  distribution  of  air, 
water,  steam,  and  electric  risers.  To  take  these 
risers  out  can  be  an  enormously  expensive  job, 
particularly  where  no  other  vertical  shaft  is 
available  and  where  these  lines  were  turned 
into  and  buried  in  the  floor  slabs.  Considera¬ 
tion  has  been  given  to  the  installation  of  a  cur¬ 
tain  wall  separating  these  lines  from  the  bulk 
of  the  elevator  shaft,  but  the  difficulty  in  this 
instance  lies  in  the  fact  that  leaks  are  very  diffi¬ 
cult  to  locate.  It  appears  to  me  that  it  would 


George  R.  Bailey,  CPM,  Chicago,  a 
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since  1924. 
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not  be  unreasonable  to  leave  these  old  risers 
in  position.  If  they  leak  they  can  be  fixed,  and 
it  is  general  experience  that  almost  no  diffi¬ 
culty  has  resulted  because  of  their  location 
within  the  shaft. 

Extremely  Expensive 

Take  as  another  example  the  requirement 
for  a  minimum  over-travel  area  at  the  bottom 
and  top  of  elevator  shafts.  This  is  desirable 
for  the  protection  of  men  riding  on  the  tops  of 
the  cars  or  for  men  working  in  the  pits,  and  it 
certainly  should  be  a  part  of  any  new  code. 
However,  it  is  extremely  expensive  to  deepen 
existing  pits  or  to  raise  the  penthouse  elevator 
machinery,  and  this  would  result  in  interrup¬ 
tion  of  service.  It  is  my  feeling  that  such  a  pro¬ 
vision  should  not  be  made  retroactive  to  old 
buildings. 

Take  as  another  example  the  requirement 
of  some  cities  for  smoke  towers  in  conjunc¬ 
tion  with  which  persons  must  pass  through  an 
opening  to  the  outside  air  before  entering  the 
stair.  In  theory  this  would  appear  to  offer 
added  safety,  but  in  practice  I  question  it,  as 
the  intervening  platforms  are  too  small  to  ac¬ 
commodate  an  accumulation  of  people.  The 
downward  progress  of  many  people  might 
well  be  impeded  by  a  few  who  elected  to  re¬ 
main  on  the  platform  rather  than  to  continue 
down  the  stairwell.  The  advocates  of  the 
smoke  tower  undoubtedly  were  actuated  by 
the  feeling  that  the  intervening  space  would 
help  prevent  the  accumulation  of  smoke  in  the 
stair.  But  with  doors  open  at  either  end  of  the 
intervening  platform,  I  am  far  from  sure  the 
condition  would  be  much  improved  over  a 
direct  access  to  the  stairway.  In  the  event  of 
panic,  the  additional  doors  to  be  operated 
might  well  result  in  congestion,  and  the  plat¬ 
form  itself  would  become  a  hazard. 

A  Distinct  Hardship 

Take  as  still  another  example  the  require¬ 
ment  for  fire  pumps.  There  is  no  argument 
about  this  requirement  in  connection  with 
very  high  structures.  In  such  instances  there 
should  be  a  pump  within  the  building  that  is 


capable  of  keeping  the  standpipe  system  un¬ 
der  pressure  in  the  event  of  fire.  In  many 
buildings  of  ten  stories  or  less,  particularly  if 
they  are  of  fireproof  construction  and  have  a 
sprinkling  system,  it  would  appear  unneces¬ 
sary.  This  presumes  the  location  of  the  pumps 
in  the  building  is  such  that  the  fire  department 
could  reach  them  quickly  and  connect  their 
pumpers  to  the  building  standpipe  system 
through  the  Siamese  connections  on  the  street. 
I  do  not  protest  whatever  is  felt  to  be  neces¬ 
sary  for  human  safety  in  connection  with  the 
requirements  for  new  buildings,  but  to  make 
this  a  retroactive  requirement  in  an  existing 
structure  built  in  accordance  with  the  code  at 
the  time  of  its  erection  is  a  distinct  hardship. 

These  fire  pumps  are  almost  never  in  use, 
and  unless  management  has  a  schedule  for 
testing  them  regularly,  they  could  fail  to  oper¬ 
ate.  There  is  also  the  fear  on  the  part  of  man¬ 
agement  that  the  pump  might  be  run  too  long 
during  a  period  of  test  with  the  concurrent 
danger  of  rupturing  the  standpipe  system  at 
some  point.  There  is  also  the  problem  of  dis¬ 
posing  of  the  water,  if  a  connection  is  opened 
during  the  pump  test. 

There  are  many  other  instances  such  as  ven¬ 
tilation  and  plumbing  requirements  which  be¬ 
come  extremely  expensive  and  troublesome 
when  a  new  code  is  made  retroactive.  There 
have  been  some  unhappy  experiences  from 
back-siphonage,  and  the  design  of  new  struc¬ 
tures  certainly  should  be  such  as  to  eliminate 
this  hazard.  But  a  technical  application  of 
new  principles  to  old  structures  can  result  in 
the  requirement  for  hundreds  of  individual 
changes  where,  relatively  speaking,  only  a 
combination  of  events  could  cause  trouble. 

No  city  wishes  to  have  less  than  a  sat¬ 
isfactory  and  up-to-date  building  code,  but 
changes  and  improvements  in  such  codes 
should  be  reviewed  by  those  who  operate 
properties  in  order  that  they  may  temper  the 
inclination  of  the  technicians  to  have  every¬ 
thing  perfect  regardless  of  the  expense  in¬ 
volved.  We  are  all  for  improved  codes,  but  let 
there  be  analysis  and  moderation  with  respect 
to  their  imposition  upon  older  building. 
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Training  Personnel  for  the  Real  Estate 
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Training  new  personnel  in  property  man¬ 
agement  duties  is  one  of  the  most  challenging, 
yet  rewarding  activities  to  concern  a  Realtor. 
The  degree  of  success  of  this  training  will 
reflect  itself  in  the  accomplishments  of  the 
management  firm. 

During  the  past  year  we  have  been  forced 
to  make  changes  in  our  staff,  requiring  us  to 
give  considerable  attention  to  our  personnel 
training  program.  Our  office  manages  residen- 
t  tial,  commercial,  and  industrial  properties. 
The  staff  currently  consists  of  two  full-time 
“outside  men”  working  on  real  estate  manage¬ 
ment,  and  three  women  who  handle  the  tele¬ 
phone  and  clerical  duties  in  the  office.  In  ad¬ 
dition,  my  time  is  divided  between  general 
supervision  of  the  management  department, 
together  with  other  general  real  estate  and 
insurance  business. 

Two  Categories 

I  have  divided  management  personnel  into 
I  two  categories— inside  people  and  outside 
I  people— for  the  purpose  of  developing  a  train¬ 

ing  program.  (Editor’s  Note:  Readers  are  in¬ 
vited  to  contribute  their  ideas  to  the  I  REM, 
for  the  possible  development  of  a  training 
manual ) . 

Inside  people  include  the  girl  who  answers 
the  telephone.  She  is  often  the  first  contact 
with  owners,  tenants,  mechanics,  and  sup¬ 
pliers.  We  are  sure  that  she  is  an  important 
person  in  the  organization. 

Also  included  among  the  inside  people  are 
those  who  keep  the  records.  We  know  that 
bookkeeping  mistakes,  poor  record  keeping. 


or  inability  to  produce  needed  information 
quickly  and  accurately  loses  good  will  and  the 
respect  that  we  value  so  highly.  On  the  con¬ 
trary,  well-kept  and  clear  records  create  a 
good  impression  and  inspire  confidence  in 
those  with  whom  we  deal. 

We  explain  to  a  person  being  trained  to  do 
filing  that  she  has  a  truly  important  task,  as 
nothing  is  much  more  aggravating  or  humili¬ 
ating  than  requesting  an  important  record 
while  on  the  phone,  or  talking  to  someone  in 
the  office,  and  to  have  to  confess  the  record 
has  been  mislaid  or  filed  improperly. 

We  also  tell  a  new  cashier  that  a  pleasant 
smile,  a  confident,  workman-like  manner  in 
accepting  rentals  and  payments,  and  issuing 
receipts  inspires  confidence  and  makes  friends. 

In  our  office  we  follow  the  theory  that  most 
football  coaches  believe  in.  They  start  all 
training  by  teaching  such  fundamentals  as 
how  to  hang  on  to  the  ball.  A  player  who 
hangs  onto  the  ball  may  not  advance  very  far, 
but  at  least  he  may  avoid  disaster. 

Fundamentals  for  the  Phone  Girl 

Some  of  our  “fundamentals”  for  the  girl  who 
answers  the  telephone  are: 

1.  Always  be  pleasant.  Don’t  be  flippant.  Keep 
your  temper. 

2.  Remember  the  person  at  the  other  end  of 
the  line  may  be  the  source  of  important 
earnings  for  your  office,  no  matter  how  un¬ 
important  he  might  seem  to  be. 

3.  If  a  message  is  taken,  note  the  time  and  the 
proper  spelling  of  the  caller’s  name.  Be  sure 
to  get  the  correct  telephone  number. 
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4.  Know  who  is  in  the  office,  and  at  what  time 
those  who  are  out  are  expected  to  return. 

5.  Insist  gently  but  firmly  that  staff  members 
leaving  the  office  sign  a  schedule  provided, 
with  time  of  expected  return  indicated. 

6.  As  far  as  possible,  obtain  from  outside  men 
their  itinerary  for  the  day  so  they  can  be 
located  in  case  of  emergency,  or  arrange  for 
the  outside  men  to  check  in  at  an  appointed 
time. 

7.  Work  closely  with  the  outside  men  in  re¬ 
gard  to  any  vacant  spaces  for  rent,  and 
obtain  from  them  information  they  wish  you 
to  give  to  telephone  inquiries.  You  must 
maintain  a  list  of  these  vacancies,  corrected 
daily. 

8.  Don’t  talk  too  much  about  your  employer’s 
business  outside  of  the  office.  You  probably 
will  have  information  that  would  be  of 
value  to  his  competitors. 

Fundamentals  for  Cashiers 

The  cashier  accepts  the  rents  and  payments 
sent  in  or  brought  into  the  office  daily.  This 
person  should  like  figures  and  must  be  ac¬ 
curate.  We  tell  her: 

1.  Don’t  let  anyone  hurry  you  to  the  point 
where  you  could  make  a  mistake. 

2.  When  counting  money,  and  more  than  two 
bills  are  involved,  count  twice. 

3.  When  accepting  a  check,  develop  a  routine 
of  looking  it  over,  so  that  automatically  you 
guard  against  accepting  a  pre-dated,  un¬ 
signed,  or  otherwise  deficient  check. 

4.  Always  file  the  paper  money  in  the  draw, 
front  side  up,  in  a  uniform  manner. 

5.  Don’t  cash  checks  for  strangers. 

6.  Hesitate  to  cash  checks  for  anyone.  If  asked, 
explain  that  you  are  not  allowed  to  cash 
checks,  and  that  you  never  have  much  cash 
on  hand. 

7.  Never  have  large  sums  of  money  in  public 
view. 

8.  Do  not  tell  anyone  that  you  handle  large 
sums  of  cash. 

9.  Plan  to  deposit  each  day  the  exact  amount 
of  previous  day’s  receipts.  This  is  a  help  to 
bookkeepers  and  auditors. 

10.  Make  all  receipts  in  duplicate.  (Note:  we 
have  had  rent  receipts  altered  as  to  amount 
and  also  as  to  date.  A  carbon  copy  can 
save  much  embarrassment.) 

11.  In  case  of  extra  heavy  receipts  of  rent,  as  at 


The  Resident  Superintendent  (right)  shows  a  vacant  rental 
unit  to  a  prospective  tenant.  There  are  146  rental  units  in 
this  development  in  Madison  Heights,  a  suburb  of  Detroit. 


the  beginning  of  the  month,  start  to  balance 
early  enough  to  give  plently  of  time  before 
closing  hours.  If  rents  come  in  late  in  the 
day,  they  should  be  carried  over  to  the  fol¬ 
lowing  day’s  business. 

12.  Plan  to  have  your  work  cleared  up  and  your 
cash  balanced  by  the  appointed  closing 
time.  We  believe  that  an  office  which  has  to 
work  overtime  is  not  properly  organized  or 
is  understaffed. 

Fundamentals  for  Bookkeepers 

Ordinarily,  the  bookkeeper  is,  in  effect,  of¬ 
fice  manager.  We,  of  course,  expect  generally 
accepted  bookkeeping  practices,  but  the  fol¬ 
lowing  are  emphasized: 

1.  Absolute  accuracy  in  every  detail  is  de¬ 
manded  without  compromise. 

2.  Records  must  be  kept  up  to  date  at  all 
times. 

3.  In  case  of  trouble  or  falling  behind  in  daily 
work,  notify  employer  at  once,  in  order  that 
trouble  can  be  straightened  out  or  addi¬ 
tional  help  provided. 

4.  Check  cash  with  cashier  periodically,  and 
make  other  investigations  to  see  that  rec¬ 
ords  of  cashier,  and  other  clerical  help,  are 
in  order  and  conform  with  the  books. 

5.  Keep  an  index  of  required  reports  and  pay¬ 
ments  due  the  federal  and  state  government 
agencies,  including  Social  Security,  with¬ 
holding  taxes,  franchise  taxes.  Such  reports 
and  payments  should  be  prepared  and 
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ready  at  least  three  days  before  the  due 
date. 

6.  Keep  an  index  of  all  payments  to  be  made 
for  the  account  of  clients,  such  as  payments 
on  mortgages.  Prepare  such  payment 
checks  at  least  three  days  before  they  are 
due. 

7.  Keep  a  record  of  all  properties  under  our 
management  on  which  we  have  the  respon¬ 
sibility  of  paying  real  estate  or  personal 
property  taxes.  Prepare  checks  for  taxes  at 
least  three  days  before  due  date. 

8.  Make  an  annual  check  with  the  treasurers 
of  all  taxing  units  to  be  sure  that  there  are 
no  unpaid  taxes. 

9.  All  work  must  be  accurate  and  neat. 

10.  Have  a  relief  trained  to  take  your  place  in 
case  of  illness  or  vacation.  Arrange  for  this 
person  to  have  a  different  lunch  hour  than 
yours.  This  relief  can  step  in,  if  necessary, 
to  do  essential  work  in  an  emergency. 

11.  Check  all  invoices  for  mathematical  mis¬ 
takes  before  preparing  checks. 

12.  If  utility  bills  for  electric,  gas,  water  look 
larger  than  usual,  check  the  same  month  in 
the  prior  year.  If  it  is  still  high,  call  this  to 
the  attention  of  the  outside  man  who  is  in 
charge  of  the  property. 

13.  Give  clients  or  others  entitled  to  informa¬ 
tion  whatever  facts  they  need,  if  they  call 
or  come  in  to  look  at  the  bills  and  records, 
but  give  no  information  to  unknown  per¬ 
sons. 

14.  Monthly  statements  of  income  and  expense, 
together  with  the  net  check  to  owner- 
clients,  must  go  out  promptly,  preferably 
not  later  than  the  fifth  of  the  month  follow¬ 
ing  the  collection. 

As  soon  as  a  new  “inside”  employee  is  set¬ 
tled  in  her  job,  we  begin  to  prepare  her  to  take 
over  someone  else’s  job  temporarily,  in  case  of 
illness  or  during  vacation.  It  is  our  hope  that 
everyone  in  the  office  will  be  able  to  operate 
the  switchboard,  give  a  proper  receipt  for  rent, 
and  locate  papers  in  the  file.  We  expect  our 
bookkeeper-office  manager  to  be  able  to  han¬ 
dle  every  job  in  the  office,  and  to  be  able  to 
train  any  new  girl. 

Outside  People 

Outside  people  are  the  men  who  collect 
rents,  solicit  new  business,  oversee  mainte¬ 


nance  and  repairs,  show  space  for  rent,  and 
do  all  the  other  countless  things  that  are  in¬ 
volved  in  the  real  estate  management  field. 

We  have  found  that  it  is  not  easy  to  get 
people  who  are  suited  to  this  work.  It  is  neces¬ 
sary  to  find  men  with  a  combination  of  quali¬ 
fications. 

For  instance,  such  a  man  should  inspire  con¬ 
fidence  in  the  owners  that  we  represent.  There 
will  be  times  when  each  owner  will  want  to 
visit  his  property  with  our  man  to  discuss  ma¬ 
jor  repairs  or  improvements,  or  the  owner  will 
want  to  discuss  the  renewing  of  a  lease.  If  the 
owner  does  not  believe  that  our  man  under¬ 
stands  his  business,  or  that  he  does  not  have 
the  owner’s  best  interests  at  heart,  the  owner 
will  lose  confidence  in  our  firm. 

Also,  the  outsfde  man  must  be  capable  of 
supervising  employees  such  as  caretakers,  jan¬ 
itors,  engineers,  elevator  mechanics,  and  sup¬ 
pliers,  with  whom  we  deal  daily  and  on  whom 
we  often  have  to  depend  for  quick  service  and 
fair  prices.  An  outside  man  certainly  must  be 
honest  and  reliable. 

He  must  have  good  judgment  since  he  is 
constantly  called  upon  to  make  decisions  that 
involve  tenant  relations  and  the  spending  of 
the  owner’s  money.  Emergency  situations  are 
routine  in  the  management  business. 

Let  us  assume  that  our  prospective  outside 
man  appears  to  have  possibilities.  We  hire  him 
and  then  proceed  to  train  him.  We  have  to 
teach  him  about  the  management  business 
and  our  way  of  doing  things. 

Dangers  Involved 

We  have  to  think  about  what  dangers  we 
face  in  letting  him  represent  us.  The  dangers 
that  we  anticipate  concern  our  good  name, 
money,  accepting  poor  tenants,  carelessness 
and  poor  judgment.  We  tell  him: 

1.  Dealing  with  money  has  to  be  done  in  an 
exact  manner;  there  are  no  such  words  as 
“about,”  “almost,”  “I  think,”  where  our 
clients’  money  is  involved. 

2.  Everything  has  to  be  accounted  for— every 
dollar,  every  towel,  every  piece  of  furniture 
or  equipment,  every  expenditure. 

3.  He  is  our  representative  and  can  legally 
bind  us  in  many  circumstances,  so  he  must 
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be  extremely  careful  about  loose  promises, 
orders  and  instructions. 

4.  There  can  be  no  prejudice  nor  favoritism 
in  dealings  with  owners,  tenants,  or  sup¬ 
pliers. 

5.  No  invoices  are  to  be  approved  for  payment 
unless  the  merchandise  or  work  done  has 
lieen  examined  and  found  satisfactory. 

6.  He  must  always  keep  his  temper,  no  matter 
how  aggravating  the  person  or  the  situation 
may  be. 

7.  VVe  do  not  permit  delinquency  in  the  pay¬ 
ment  of  rent.  In  case  of  a  delinquency,  he 
is  to  report  to  his  employer  for  specific  in¬ 
structions  until  he  is  thoroughly  familiar 
with  our  procedure. 

8.  He  may  not  accept  rebates  or  commissions 
or  “kick-backs”  from  anyone,  nor  gifts  from 
suppliers,  except  small  gifts  at  Christmas, 
but  no  cash. 

9.  We  expect  properties  under  our  manage¬ 
ment  to  be  kept  clean,  neat,  and  safe,  re¬ 
gardless  of  the  rental  rate. 

10.  We  will  not  tolerate  dangerous  conditions 
such  as  broken  hand  rails  or  steps,  defective 
heating  equipment,  or  accumulation  of 
litter  that  might  be  a  fire  hazard. 

11.  All  receipts  given  for  money  collected  in 
the  field  must  have  a  carbon  copy  to  turn 
in  to  the  office  with  the  monev. 

12.  We  discourage  cash  disbursements  as  far 
as  possible.  If,  on  occasion,  itinerant  labor 
is  paid  to  do  some  task  or  some  small  item  is 
picked  up  for  immediate  use,  our  outside 
man  must  produce  a  signed  receipt  from 
the  payee  with  his  address  and  telephone 
number. 

13.  Whenever  he  visits  a  property,  he  is  to 
make  a  practice  of  walking  around  the  ex- 
teiior  of  the  building  to  observe  its  general 
condition.  If  it  is  a  multiple  residence  build¬ 
ing,  he  should  walk  through  the  halls  and 
basement. 

14.  If  there  are  vacancies  in  the  building,  he 
must  inspect  each  vacancy  during  each 
visit— first,  to  see  that  it  is  in  proper  condi¬ 
tion  to  show  to  prospective  tenants,  and  sec¬ 
ond,  to  be  sure  that  it  is  actually  vacant. 
Note;  Dishonest  caretakers  could  report  a 
false  vacancy  and  retain  the  rent,  especially 
in  the  case  of  weekly  rentals. 

15.  No  new  tenant  is  to  be  allowed  to  take  pos¬ 
session  of  any  premises  until  the  first 
month’s  rent  is  paid  in  full.  Nor  is  a  key  to 


be  delivered,  nor  anything  moved  into  the 
premises,  until  the  first  month’s  rent  is  paid 
in  full.  In  case  there  is  to  be  a  written  lease, 
the  lease  must  be  executed  before  posses¬ 
sion  is  permitted. 

16.  If  a  check  is  accepted  for  the  first  month’s 
rent,  the  check  must  be  certified  or  cleared 
by  the  bank  before  possession  is  given. 

We  encourage  the  outside  man  to  stay  out¬ 
side,  but  keep  in  touch  with  the  oflfice.  As  a 
rule,  we  believe  that  an  outside  man  can  take 
care  of  his  necessary  telephone  calls  and  other 
office  work  during  the  first  hour  in  the  morn¬ 
ing  and  the  last  hour  of  the  working  day.  If  he 
maintains  this  schedule,  people  who  regularly 
do  business  with  him  get  to  know  when  they 
can  find  him  in  the  office,  and  the  office  people 
know  when  to  expect  him. 

On  a  day  when  the  outside  man’s  schedule 
is  not  full,  we  tell  him  to  be  inquisitive,  i.e., 
ask  questions,  visit  properties  next  door  to 
ours,  visit  with  the  caretakers  or  any  tenant 
that  might  have  the  time  and  disposition  to 
gossip.  He  may  gather  valuable  information 
about  neighborhood  rental  rates  and  how  busi¬ 
ness  or  commercial  tenants  are  doing.  Or,  he 
might  poke  around  our  properties,  climbing 
fire-escapes,  looking  over  roofs,  and  into  stor¬ 
age  spaces. 

We  certainly  urge  all  our  employees  to  look 
for  and  solicit  new  business,  and  any  spare 
time  can  be  devoted  to  this  important  pursuit. 

We  encourage  new  outside  men  to  attend 
the  classes  in  real  estate  management  that  are 
available  almost  everywhere  that  there  is  real 
estate  management  business.  They  should 
take  part  in  real  estate  board  activities. 

We  encourage  a  new  outside  man  to  learn 
all  he  can  about  the  mechanical  problems 
that  he  will  have  to  face  as  time  goes  on, 
such  as  may  concern  plumbing,  heating,  and 
decorating. 

If  the  man  is  suited  to  the  work,  he  will  take 
it  from  there  and  soon  is  accumulating  the  ex¬ 
perience  and  knowledge  that  he  needs. 


We  have  found  that  caretakers  are  a  vital 
cog  in  the  management  machine.  A  good  care¬ 
taker  makes  life  much  simpler  for  his  em- 
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ployer.  The  secret  of  finding  a  good  caretaker 
is  to  find  one  who  enjoys  his  work. 

Except  in  large  buildings  that  require  a  full¬ 
time  man,  we  hire  a  wife.  The  husband  simply 
helps  his  wife  as  much  as  he  can  in  his  spare 
time.  When  we  get  a  caretaker  whose  husband 
loves  to  garden,  we  have  a  beautiful  lawn  and 
well-cared-for  shrubberies  with  no  effort  on 
our  part. 

When  we  get  a  couple  both  of  whom  are 
clean  and  neat  by  nature  and  can’t  abide  dis¬ 
order,  we  have  a  finely  kept  building. 

We  must  have  people  who  can  get  along 
with  the  tenants,  and  yet  keep  control  of  the 
situation  and  enforce  our  necessary  rules  with¬ 
out  friction.  A  good  caretaker  is  quite  a  su¬ 
perior  person. 

Fundamental  Guides 

When  we  believe  that  we  have  found  this 
sort  of  person,  we  give  him  a  few  fundamen¬ 
tals  to  guide  him,  as  follows: 

1.  The  tenant  is  paying  for  his  space  and  is 
entitled  to  use  it  in  peace  and  comfort,  and 
to  receive  whatever  services  he  was  prom¬ 
ised  in  his  lease  or  rental  agreement.  We 
prefer  to  give  him  a  little  more  than  agreed 
upon,  rather  than  a  little  less. 

2.  A  caretaker  is  not  permitted  to  lose  his 
temper. 

3.  If  a  tenant  proves  to  be  undesirable,  report 
the  circumstances  to  our  office  through  the 
outside  man  in  charge  of  the  building.  He 
will  back  you  up  to  the  limit  if  you  are 
right,  and  take  steps  to  get  rid  of  the  ten¬ 
ant,  or  explain  to  you  why  you  are  wrong 
if  that  appears  to  be  the  case.  Any  doubt 
in  the  matter  will  be  decided  in  favor  of 
the  caretaker,  as  a  caretaker  must  be  in 
control  of  his  building  or  the  tenants  may 
eventually  run  over  him.  Complaints 
against  caretakers  hy  tenants  will  he  judged 
only  after  careful  investigation  and  a  com¬ 
plete  explanation  from  the  caretaker.  If  the 
caretaker  is  found  to  be  consistently  wrong, 
it  is  likely  he  will  be  asked  to  leave  unless 
a  misunderstanding  of  instructions  is  in¬ 
volved. 

4.  The  building  must  be  neat  and  clean  at  all 
times. 


5.  Fire  hazards,  such  as  accumulations  of 
paper  or  inflammable  material,  must  not 
exist  in  or  about  the  premises. 

6.  Any  condition  risking  injury  to  persons  in 
or  about  the  huilding  must  be  remedied 
immediately,  or  reported  to  our  office. 

7.  No  tenant  may  be  accepted  or  allowed  to 
move  into  the  building  unless  a  proper  writ¬ 
ten  application  is  approved  by  a  represen¬ 
tative  of  our  office,  except  in  the  case  of 
daily  or  weekly  rentals,  as  in  a  hotel  or 
rooming  house. 

8.  All  receipts  given  for  money  must  have  a 
carbon  copy  to  be  delivered  to  our  office 
or  our  representative. 

9.  We  do  not  accept  partial  payments  of  rent. 

10.  We  do  not  allow  rent  delinquency. 

11.  Any  unusual  happening  in  or  around  the 
huilding  is  to  be  reported  to  our  offiee  at 
once. 

12.  When  repair  or  maintenance  work  is  go¬ 
ing  on  in  the  huilding,  the  caretaker  should 
watch  what  is  transpiring  so  he  can  report 
what  was  done,  and  approximately  how 
long  the  mechanics  worked  on  the  job. 

13.  The  caretaker  is  expected  to  make  minor 
repairs  within  the  limits  of  his  knowledge 
and  ability,  but  not  to  attempt  anything 
that  would  involve  risk  or  physical  danger 
to  himself. 

With  these  instructions  we  leave  him,  but 
return  daily  to  see  how  things  are  going  until 
we  are  sure  that  he  is  going  to  be  all  right. 

All  of  our  employees  are  bonded  under  a 
blanket  bond  which  we  have  found  is  the  best 
type  of  bond  for  us. 

When  any  employee  has  been  with  us  long 
enough  to  show  that  he  or  she  is  not  capable 
of  handling  the  work,  or  we  are  satisfied  that 
he  or  she  does  not  fit  into  our  organization, 
we  let  him  go.  As  a  matter  of  actual  practice, 
they  usually  leave  before  we  get  around  to 
asking. 

We  try  to  keep  a  congenial  atmosphere  in 
our  office  with  as  little  tension  as  possible.  We 
try  to  pay  our  employees  what  we  think  the 
job  is  worth.  We  try  to  be  understanding  when 
mistakes  are  made  but  do  not  expect  the  same 
mistake  to  be  repeated. 
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New  Manager  Should  Cultivate  Neighbors 


by  Charles  B.  Stvensen,  cpm 


Mr.  Swenson  is  president  of  j 

his  management  firm  j 

in  Jersey  City,  N.  J. 


The  first  requirements  necessary  to  build  up  a 
property  management  business  is  that  you  be  es¬ 
tablished  in  your  community  as  a  going  business. 
It  always  has  been  my  policy  to  concentrate  in  an 
area  where  my  oflBce  is  located,  contact  all  of  the 
owners  in  that  section,  and  offer  my  services. 

Sometimes  the  relationship  will  start  off  with 
renting  a  store,  apartment  or  loft,  and  very  often 
a  listing  of  the  property  for  sale.  This  is  when  you 
start  to  work,  first  in  the  area  where  the  property 
is  located,  by  contacting  other  tenants,  merchants 
and  owners  and  offering  your  newly  acquired  list¬ 
ing.  This  procedure  will  bring  you  in  contact  with 
other  owners. 

Start  Your  Notebook 

It  is  important  to  keep  notes  and  dates  of  what 
you  are  doing,  so  that  later  you  can  return  to  these 
new  contacts  to  show  them  that  you  are  on  the 
job  and  after  business.  In  time  you  will  have  that 
notebook  filled  with  data  which  will  become  very 
useful  to  you  later. 

Those  brokers  who  wait  for  business  to  come  to 
them  will  have  a  long  wait,  but  those  brokers  who 
go  out  after  business  will  be  successful.  It  is  only 
natural  that  the  successful  broker  who  gets  re¬ 
sults  because  of  his  activity  and  ability  will  attract 
more  business  to  his  office.  This  is  because  he 
knows  how  to  create  business  in  the  field,  which 
cannot  be  done  elsewhere. 

New  Challenges 

There  is  only  one  way  to  learn  of  the  problems 
of  the  tenants,  the  merchants,  and  the  property 
owner,  and  that  is  to  contact  and  speak  to  them. 
It  is  the  manager’s  opportunity  to  solve  these 
problems. 

These  problems,  of  course,  are  a  challenge  to 


the  alert  manager,  and  if  he  can  discover  the  solu-  | 

tion  he  is  the  fair  haired  boy.  What  can  the  ' 

problems  be?  Well,  it  could  be  financial,  need  of 
a  larger  building,  a  lease  which  is  holding  him 
back,  or  other  factors.  And  it  could  be  a  building 
which  is  burdensome  to  its  owner;  this  building  | 
may  not  be  used  to  its  highest  and  best  use,  j 
thereby  not  showing  the  proper  yield. 

Here  is  where  a  manager  or  broker  again  has  j 
the  opportunity  to  show  his  worth.  He  may  know  j 
the  right  use  for  this  building  and  who  would  be 
willing  to  pay  a  good  rental,  helping  to  create  a  i 
profit.  Surely  the  owner  would  be  glad  to  have  a  j 
broker  of  this  type  manage  his  property.  i 

Cites  Tax  Appeal  1 

I  know  of  cases  where  the  manager  filed  a  tax  I 
appeal  with  the  permission  of  the  owner,  and 
testified  before  the  tax  board  successfully  with  the  j 
result  that  the  assessment  was  reduced.  Did  he 
get  the  management  of  the  property?  He  certainly 
did,  and  all  of  the  insurance  coverage,  too. 

If  you  are  in  a  position  to  render  such  services, 
you  can  go  after  property  management  business, 
and  if  you  are  not  in  this  position  you  can  get 
started  and  learn  how  to  do  it. 

Of  course  each  case  is  different.  It  is  up  to  the 
manager  to  find  out  by  careful  investigation  of 
all  of  the  facts  concerning  the  property,  its  use, 
occupancy,  change  of  tenancy,  etc.  For  insurance 
purposes,  one  tenant’s  occupancy  may  cause  the 
fire  rate  to  increase,  whereas  another  occupancy 
or  type  of  business  would  entitle  the  owner  to  a 
rate  reduction  and  a  saving  of  considerable  money. 

There  are  many  approaches  to  problems  that 
require  knowledge  of  many  factors,  based  upon 
experience  and  investigations,  to  learn  how  they 
can  be  solved. 
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I 

Products  and  Methods 


HOT  TIP  FOR  FROZEN  LEADERS 

External  rain  leaders  or  down-spouts  frequently 
freeze  up  in  winter.  Some  of  the  resulting  com¬ 
plications  may  be  broken  leaders,  leaks  into  walls, 
and  similar  problems.  The  problem  is  greater  on 
flat  roofs  than  on  steeply  pitched  ones. 

Some  past  remedies  included  use  of  salt  ( which 
causes  corrosion  and  deterioration),  flushing  with 
hot  water  (if  a  hose  connection  is  available),  and 
use  of  gas  torches  attached  to  poles  ( if  the  source 
of  the  freeze-up  can  be  reached). 

Last  winter,  in  an  unusually  bad  situation,  we 
used  live  steam  with  great  success.  We  installed 
a  tee  on  the  steam  main  in  the  basement  at  a  loca¬ 
tion  as  close  to  the  leader  as  possible.  With  a  nip¬ 
ple  we  installed  a  half-inch  gate  valve,  a  bushing, 
and  a  length  of  quarter-inch  copper  tubing  which 
passed  through  a  small  hole  in  the  wall  into  the 
frozen  leader.  We  could  control  the  amount  of 
steam  introduced  into  the  leader  with  the  valve 
and  thaw  it  rather  quickly. 

Thereafter,  until  all  snow  had  melted  and  the 
outside  temperature  rose  above  freezing,  we  kept 
a  small  amount  of  steam  vapor  passing  into  the 
leader  to  keep  it  from  freezing.  We  accomplished 
this  without  raising  steam  pressure  above  the 
normal  five-pound  maximum  carried  in  the  boiler. 

REPLACING  WORN  TOWEL  BARS 

Many  bathrooms  have  embedded  ceramic  tile 
brackets  with  celluloid-covered  wood  towel  bars. 
When  the  celluloid  becomes  worn  and  unsightly, 
the  bar  may  be  sanded  smooth  and  painted.  If  a 
first-class  job  is  required— replacing  the  bar— the 
wall  usually  must  be  broken  and  a  tile-setter 
hired. 

A  chromium-plated  bar  can  be  installed  in  the 
old  brackets  without  great  expense.  Remove  the 
old  bar  with  a  saw,  and  leave  the  brackets  in  place. 
Measure  the  distance  between  brackets  and  add 
the  depth  of  the  bar  hole  in  one  bracket.  Cut  the 


chromium-plated  replacement  bar  to  this  length. 
If  it  is  placed  in  position  and  centered,  the  slight¬ 
est  jar  will  cause  it  to  fall  out. 

This  can  be  overcome  in  the  following  manner: 
Before  installation  pack  one  of  the  hollow  ends 
of  the  bar  with  paper,  wood,  or  a  rag  to  make  it 
fairly  solid.  Pack  the  sockets  of  each  bracket 
lightly  with  plastic  wood,  plaster,  or  similar  mate¬ 
rial.  While  this  material  is  still  moist  and  pliable, 
insert  the  open  end  of  the  towel  bar  into  one 
socket,  and  the  solid  end  into  the  other  socket. 
Center  the  bar,  and  smooth  out  the  plaster  that 
oozes  out.  When  the  plaster  hardens,  the  towel 
bar  will  be  firmly  anchored,  and  will  look  much 
better  than  a  repainted  one. 

NEW  TREATMENT  FOR  OLD  CRACKS 

A  week  or  so  after  the  decorator’s  bill  has  been 
paid,  it  seems  that  all  the  old  cracks  in  the  plaster 
begin  to  show  through  the  paint.  This  is  often 
due  to  improper  preparation  before  redecorating. 

The  proper  procedure  consists  of  cutting  and 
widening  each  crack  in  a  V  shaped  groove  so  that 
the  widest  part  of  the  opening  is  at  the  lath.  The 
surrounding  plaster  is  then  moistened  so  it  does 
not  absorb  the  water  from  the  plaster  patch 
and  cause  shrinkage.  With  the  crack  shaped  as 
described,  the  patch  resembles  a  keystone  and 
cannot  fall  out  even  if  a  perfect  bond  with  the 
adjoining  plaster  is  not  achieved. 

If  the  average  painter  widens  the  crack  at  all, 
he  cuts  a  quick  V  with  his  putty  knife  in  which 
the  opening  is  widest  at  the  surface  of  the  wall 
or  ceiling,  and  fills  it  with  plaster  or  sprackle  with¬ 
out  first  dampening  the  adjoining  plaster.  When 
the  plaster  shrinks,  it  falls  out. 

De.spite  the  most  eareful  workmanship,  there 
are  certain  cracks  that  seem  to  recur  periodically 
after  patching.  An  old  remedy  consists  of  gluing 
canvas  to  the  problem  wall  from  corner  to  corner 
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We  chose 


personalized 


soap  tissues 


because 


we  wanted 


the  best! 


said  a  prominant  Oanvar 
building  managamant  axacutiva 


We  decided  to  install  fourteen  new 
toilet  rooms  in  one  of  our  finest  build¬ 
ings,  and  since  we  wanted  the  finest  soap 
installation  possible,  we  chose  Vervtex 
individual  soap  tissues. 

Vervtex  has  been  in  use  for  better 
than  six  months  and  we  highly  recom¬ 
mend  it  for  the  high  level  of  washroom 
sanitation  which  it  assures  and  the  con¬ 
trol  it  insures  on  soap  consumption. 

*name  sent  on  request 

VERVTEX  Individual  soap  tiasuaa  ara 
ECONOMICAL  •  SANITARY 
CONVENIENT  and  VERVTEX 
WILL  LOWER  LABOR  COSTS 


For  fraa  aampla  and  full  Information 
MAIL  COUPON  TOOAYI 

VERVTEX  SOAP  TISSUES 
Burlington  Soap  Company 
111  West  Washington  Street 
Chicago  2,  Illinois 

Please  send  me  free  sample  and  full  information 
about  VEavTEX  personalized  soap  tissues. 

Name  _ _ _ _ _ _ _ 

Firm _ _ _ _ _ 

Address _ 


and  painting  over  it.  Another  is  to  embed  screen  wire  mesh  in  the 
plaster  to  bridge  the  crack. 

We  have  used  fibre  glass  fabric  successfully  for  this  purpose.  It 
should  be  of  a  wide  mesh,  woven  similar  to  cheese  cloth.  It  is  applied 
to  the  patch  like  a  tape  and  covered  with  spackle  to  make  it  smooth. 
It  may  be  painted  as  quickly  as  any  other  patch  and  takes  only  a 
little  more  time  to  prepare.  This  may  be  used  also  for  many  exterior 
repairs,  such  as  for  stucco,  flashings,  and  cracked  sills. 

ELIMINATING  NOISE  IN  WATER  HEATERS 

Tenants  occasionally  complain  bitterly  of  annoying  thumping 
and  bumping  noises  in  water  heaters.  Owners  at  times  have  to  call 
for  expensive  plumbing  service,  or  perhaps  replace  otherwise  good 
water  heaters  to  eliminate  this  problem. 

Formerly  we  disconnected  the  heaters,  carried  them  out  of  apart¬ 
ments,  and  flushed  them  out.  Plumbers  told  us  it  is  necessary  to 
scrape  the  scale  from  the  heater  bottoms  to  eliminate  the  trouble. 
This  seemed  like  unnecessary  work,  and  we  consulted  the  American 
Gas  Association  in  New  York  and  top  technical  experts  of  the  South¬ 
ern  California  Gas  Co.  Here  is  what  they  said: 

Hard  scale  does  not  form  on  the  bottoms  of  water  heaters  under 
normal  conditions  ( this  requires  heat  above  the  boiling  point,  which 
is  seldom  present  in  domestic  heaters ) .  The  noise  is  caused  by  steam 
bubbles  forming  in  the  layer  of  grit  and  mud  which  accumulates 
in  the  bottom  of  heaters,  and  which  is  not  generally  removed  by 
drawing  out  a  few  gallons  from  the  drain  cock.  This  accumulation, 
however,  is  seldom  hard  scale  attached  to  the  bottom,  but  is  loose 
enough  to  be  flushed  out  with  a  high-pressure  stream  from  a  hose 
nozzle  ( where  the  interior  construction  of  the  heater  does  not  inter¬ 
fere). 

Shut  oflF  the  water  feed  valve  to  the  heater;  drain  the  tank;  and 
disconnect  the  water  outlet  at  the  top.  Leave  the  drain  cock  open; 
place  a  drain  bucket  in  position;  and  insert  the  nozzle  in  the  top 
of  the  tank,  adjusted  to  the  position  of  a  solid  high-pressure  stream. 
Generally,  this  will  flush  out  the  bottom  of  the  tank  effectively. 
Continue  flushing  until  only  clear  water  comes  out  the  drain.  Then 
hook  it  back  up.  In  98  per  cent  of  the  cases,  the  thumping  and  bump¬ 
ing  will  be  gone.— Franklin  G.  Klock,  cpm,  Pasadena,  Calif. 

Editor’s  Note:  This  same  method  is  excellent  also  for  cleaning 
steam  boilers.  The  usual  hose  bib  drain  does  not?  do  a  good  enough 
job.  Weld  two  drains  to  the  mud  leg  of  each  boiler.  Use  either  1% 
inch  or  2  inch  nipples  and  gate  valves.  When  draining  is  completed, 
pass  a  hose  through  one  valve  and  flush  the  boiler  through  the 
second  valve.  Then  reverse  the  flow.  Cleaning  a  boiler  internally 
once  a  year  in  this  manner  saves  fuel,  and  makes  the  mud  ring  last 
much  longer. 

WATER  ECONOMY  IN  SHOWERS 

If  the  owner  pays  the  water  bill,  the  tenant  has  little  interest  in 
water  economy.  Tenants  luxuriating  under  a  long  shower  can  be 
made  less  expensive  for  owners  if  a  volume  control  is  in.stalled 
between  the  shower  arm  and  the  shower  head.  The  volume  control 
is  set  by  a  screw  driver  adjustment  upon  installation.  It  is  not  100 
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per  cent  fool-proof,  but  will  accomplish  the  pur¬ 
pose  in  most  cases. 


A  YELLOW  CRAYON  CAN  BE  USEFUL 

When  inspecting  property,  always  carry  a  car¬ 
penter’s  heavy  yellow  crayon  with  you.  It  is  espe¬ 
cially  useful  on  the  roof  for  marking  spots  that 
need  repair.  The  marks  remain  for  many  weeks. 
On  re-inspection,  if  the  marks  are  not  covered, 
the  job  was  not  done.  Although  the  crayon  mark¬ 
ing  does  not  last  long  on  a  sidewalk,  it  lasts  much 
longer  than  chalk  for  showing  the  mason  how 
much  area  you  want  replaced. 

STICKING  DOORS  AND  WINDOWS 

Damp  weather  brings  dozens  of  complaints 
about  doors  and  windows  that  stick.  A  liquid  wax, 
candle  end,  or  soap  can  solve  the  problem  when 
used  on  window  channels. 

If  you  plane  the  window  or  door,  you  may  find 
that  when  dry  weather  returns  you  face  com¬ 
plaints  of  rattling  noises  and  drafts.  You  cannot 
paint  the  sliding  edges  of  window  stiles,  but  you 
can  paint  the  top  and  bottom  edges  of  the  sash. 
Also  paint  the  top  and  bottom  edges  of  doors 
when  the  weather  is  dry  to  seal  out  moisture  and 
prevent  swelling. 

THE  LATEST  IN  LIGHTING 

Panel  lighting  is  the  latest  innovation  of  Gen¬ 
eral  Electric.  It  is  due  for  marketing  in  January, 
and  consists  of  fluorescent  modules,  12  inches 
square  and  VA  inches  thick.  It  will  be  available 
in  50  watts  with  2,900  lumens,  or  80  watts  deliver¬ 
ing  4,800  lumens.  The  design  will  make  them 
useful  in  fixtures  of  the  future,  and  on  T  bars  to 
form  luminous  ceilings. 

The  little  electroluminescent  panel  that  Syl- 
vania  Electric  introduced  about  a  year  ago  has 
grown  up.  At  first  it  was  sold  in  dime  stores  as  a 
night  light  for  nurseries,  and  was  bought  to  satisfy 
curiosity  as  much  as  for  practical  purposes.  Both 
G.E.  and  R.C.A.  have  come  out  with  their  ver¬ 
sions. 

R.C.A.  developed  a  “Panelray”  electrolumines¬ 
cent  light  as  a  substitute  for  incandescent  red  exit 
lights.  Tested  under  simulated  smoke  conditions, 
the  “Panelray”  gives  off  a  greenish  tint  rather  than 
red  light.  The  word  “Exit”  appears  in  red  on  the 
panel.  Be  sure  they  are  legal  under  your  local 
code  before  investing. 

The  circuline  fluorescent  bulb  is  now  produced 
in  a  variety  of  sizes,  from  14  to  40  watts.  This 
permits  more  flexible  fixture  design  that  is  softer 
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NEW  Miracle-Working 

RUG  CLEANER 


No  other  rug  cleaner  works  so  hard,  so  fast,  so  thor¬ 
oughly,  does  so  much  to  put  new  life  into  rugs — and 
keep  it  there  long  after  application.  Restores  the  nap  to 
new  resilience  as  it  cleans!  Buckeye  NAP-BAC — latest 
scientific  discovery  of  the  Davies- Young  Soap  Company 
— applies  so  easily,  costs  so  little  to  use,  yet  proves  its 
deep-down  effectiveness  month  after  month  through 
heaviest  traffic.  Buckeye  NAP-BAC  is  a  time  and  money 
saver  that’s  an  absolute  “must”  for  all  businesses  and 
mstitutions  with  rug  cleaning  and  renewing  problems. 


•  Makes  rugs  look  like  new 

•  Economical  —  one  gallon 
mokes  25  gallons  of  clean¬ 
ing  solution 

•  Retards  mildew,  moldiness 

•  Produces  enough  rich  foam 
to  aerate  rug  fibers  and  pre¬ 
vent  matting  of  cotton  and 
synthetic  fibers 


•  Dries  evenly  —  no  dusty  de¬ 
tergent  spots,  no  residual 
odor 

•  Neutral  cleaning  —  no  alkali 
fading  of  colors 

•  Does  not  cause  reselling 

•  Restores  resilience  to  rug  nap 

•  Use  with  or  without  subse¬ 
quent  water  rinse 


Write  for  FREE  LITERATURE  on  BUCKEYE  NAP-BAC  TODAY! 


THE  DAVIES-YOUNG  SOAP  COMPANY  Box  995  •  Dayton  1,Ohio 

Dear  Sirs; 

_ Please  send  me  literature  on  new  Buckeye  NAP-BAC, 

_ Have  representative  call. 

Nome - - - — — - 

Title - — - 
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in  tone  than  the  conventional  commercial  fixtures. 
We  recently  redecorated  a  lobby  very  eflFectively 
with  circuline  lamps  enclosed  in  plastic  shades. 
We  achieved  the  soft  lines  of  incandescent  light¬ 
ing  with  the  economy  and  long  life  of  fluorescent 
lamps.  j 

.MOISTURE  DETECTOR 

One  of  our  most  important  tools  is  an  electric 
moisture  detector.  About  the  size  of  a  portable 
radio,  it  has  a  67  volt  battery,  an  ohmmeter,  and  a 
two-pronged  instrument  to  pierce  plastered  sur¬ 
faces.  When  the  two  pronges  pierce  the  plaster, 
the  electric  current  will  flow  between  the  pronges 
and  register  on  the  ohmmeter  if  the  plaster  is  wet 
Dry  plaster  is  a  non-conductor. 

Stains  in  plaster  caused  by  leaks  never  disap¬ 
pear;  painting  only  covers  them.  After  repairing 
the  source  of  a  leak,  it  is  sometimes  difficult  to  tell 
if  the  repair  is  successful.  Decorating  and  then 
having  the  paint  peel  is  an  expensive  way  to  find 
out.  Use  of  the  moisture  detector  is  almost  infalli¬ 
ble.  We  have  also  used  it  after  fires  to  determine 
the  extent  of  water  damage  that  otherwise  cannot  j 
be  detected. 

CAST  STONE  COPINGS 

The  use  of  imitation  lime  stone  and  other  cast¬ 
ings  for  ornamental  tops  of  coping  walls  may  be 
the  source  of  leaks  and  certainly  a  cause  of  future 
disintegration.  Such  stone  has  only  a  surface  hard¬ 
ness  with  soft  rubble  inside. 

Weathering  causes  hairline  cracks  in  the  sur¬ 
face  followed  by  ultimate  crumbling.  If  the  sur¬ 
face  is  sound  but  porous,  preserve  it  with  annual 
coatings  of  transparent  paint  which  can  be  tinted 
to  avoid  being  conspicuous.  Bad  crumbling  re¬ 
quires  patching  with  cement.  Latex  cement  and  j 
epoxy  cements  may  be  used.  i 


Here's  the  secret  of 


Chicojo  Feucet  Superiorit 


This  is  the 
standard  oper¬ 
ating  mechanism  of 
all  Chicago  Faucets.  It 
permits  minor  repairs — such 
as  washer  or  seat  renewal — 
in  a  matter  of  minutes.  If  ever 
necessary  it  can  be  replaced 
completely  just  as  quickly; 
the  faucet  body  never  wears 
out.  Because  it  closes  with 
with  the  pressure  it  closes 
drip-tight  at  a 
touch,  spares 
washers  the  life¬ 
shortening 
light  against 
pressure. 


While 
Chicago  Faucets 
cost  a  little  more 
to  begin  with 
they  save  you 
money  and  trouble 
from  then  on. 


^  SEAT  J 
WASHER  / 


Th« 

Chicago  Faucot 
Company 
Chicago  39,  Illinois 


Tenants  Security 


Plan  Helps 
Property  Managers... 


TO  INSURE  PROMPT  DELIVERY  OF  THE  JoUrtUll 
SUBSCRIBERS  ARE  REQUESTED  TO  ADVTSE  THE 
POSTMASTER  AS  WELL  AS  THE  JoUmol  PUBLICA¬ 
TION  OFFICE  OF  CHANCES  IN  ADDRESS 


PRINTED  IN  THE  U.S.A.  BY 


■  Attracts  new  tenants. 

■  Reduces  tenant  turnover. 

■  Provides  income  to  Property  Managers. 

■  Cuts  refurnishing  and  decorating  costs. 

■  Contributes  to  good  property  management. 


New  concept  in  property  management  acclaimed  by 
Property  Managers  handling  thousands  of  rental  units. 
For  full  information  write  on  your  letterhead  to: 

The  Minnesota  Mutual  Life  Insurance  Company, 
Dept.  366,  Victory  Square,  St.  Paul  1,  Minnesota. 


TENANTS  rSEC  U  R I TY 


PLAN 
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R.  R.  DONNELLEY  &  SONS  COMPANY, 
CRAWFORDSVILLE,  INDIANA 
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